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PROJECTED    CASH   DEFICIT 

The  Executive  Budget  projects  a  $102.4  million  cash  deficit  at  the  end  of 
fiscal  1993.  It  proposes  $115.8  million  in  "budget  balancers",  leaving  a  $13.4 
million  positive  cash  balance  at  the  end  of  the  biennium.  This  positive  cash 
balance  depends  on  expenditure  of  $29.1  million  from  the  Stabilization  Account 
proposed  in  the  Executive  Budget.  The  proposed  "budget  balancers"  and 
Stabilization   Account  are  discussed   in  detail   below. 

The  Executive  Budget  states  that  Tax  and  Revenue  Anticipation  Notes 
(TRANS)  will  need  to  be  issued  when  the  legislature  completes  its  special  session 
action  to  provide  sufficient  cash  to  pay  state  obligations  until  anticipated  revenue 
is  received  later  in  the  fiscal  year.  Since  TRANS  must  be  repaid  in  cash  during 
the  last  week  of  June  1993,  the  cash  balance  on  that  date,  rather  than  the  fund 
balance,  is  a  critical  factor  the  legislature  must  consider  as  it  works  to  balance 
the  budget. 


PROJECTED   FUND   BALANCE   DEFICIT 

The  Executive  Budget  projects  a  fund  balance  deficit  of  $18.2  million  at 
the  end  of  fiscal  1992  and  $80.1  million  at  the  end  of  fiscal  1993.  The  state 
has  not  had  a  fund  balance  deficit  at  fiscal  year  end  since  modem  accounting  and 
recordkeeping  began  in  the  early    1970's. 

Difference  Between   Cash   and  Fund  Balances 

A  cash  balance  reflects  actual  cash  on  hand  in  an  account.  A  fund 
balance  includes  all  assets  (cash  and  accounts  receivable)  minus  liabilities  (accounts 
payable  and  outstanding  loans).  Since  Generally  Accepted  Accounting  Principles 
(GAAP)  require  accrual  of  revenues  and  liabilities,  there  will  normally  be  a  gap 
between  cash  and  fund  balances.  However,  the  current  large  gap  between  the 
general  fund  cash  balance  and  fund  balance  is  primarily  due  to  substantial,  long- 
term  loans  that  have  been  made  to  other  accounts.  While  these  loans  are  counted 
as  assets  in  the  general  fund  fund  balance,  they  will  not  be  repaid  during  the 
1993  biennium.  As  a  result,  the  fiscal  1993  cash  balance  deficit  in  the  general 
fund  projected  in  the  Executive  Budget  prior  to  legislative  action  is  $22.3  million 
larger   than   the  fund  balance  deficit. 

Table  1  itemizes  the  difference  between  the  Executive  Budget  projected  cash 
and   fund  balances  at  the  end  of  fiscal    1993,   prior  to  legislative  action. 


TABLE   1 

Difference  Between  General   Fund  Cash   and 

Fund  Balances, 

Executive  Budget 

Fiscal    1993    (Millions) 

Projected  fund  balance 

($80.1) 

Loans 

(35.1) 

School  Equalization  Account 

(23.1) 

Department  of  Health  and  Environmental  Sciences 

(4.9) 

Other 

(7.1) 

GAAP  adjustments 

12.8 

Projected   cash   balance 

($102.4)    1 

Long-term  loans 

Section  17-2-107,  MCA,  allows  the  Department  of  Administration  (DofA)  to 
authorize  an  interest-free  "temporary"  loan  of  "unrestricted"  money  from  one 
account  to  another  "if  there  is  reasonable  evidence  that  the  income  will  be 
sufficient  to  repay  the  loan  within  one  calendar  year".  DofA  may  extend  a  loan 
for  up  to  one  additional  year  "under  unusual  circumstances"  and  must  provide  "a 
written  justification  and  proposed  repayment  plan  for  each  loan  extension 
authorized".  A  1988  Attorney  General's  opinion  held  that  "reliance  on  the 
possibility  of  a  supplemental  appropriation  sometime  in  the  future  does  not  meet 
the  reasonable-evidence-of-future-income  requirement  of  the  interaccount  loan  statute." 
As  discussed  below,  two  large  loans  from  the  general  fund  are  expected  to  exceed 
the  two-year  limitation.  I 


;  The    school    equalization    account 

(SEA)  has  had  a  loan  from  the 
general  fund  since  November  1990. 
As  Table  2  shows,  the  size  of  the 
loan  has  changed  as  partial  repayments 
were  made  or  additional  amounts 
borrowed.  The  loan  balance  on  June 
30,  1992,  was  $26.9  million.  DofA 
anticipates  that  the  account  will  need 
to  carry  a  $23.1  million  loan  into  the 
1995  biennium,  even  after:  1)  receiving 
$34.6  million  in  general  fund 
supplementals  during  the  January  and 
July  special  sessions;  2)  the  proposed 
$14.1  million  reduction  in  foundation 
payments;   and  3)  the  accelerated 


TABLE  2 

1 

General 

Fund  Loans 

to 

SEA 

(Millions) 

Loan 

Borrowed 

Repaid 

Balance 

11/90 

$62.7 

$62.7 

12/90 

$10.0 

52.7 

05/91 

20.0 

32.7 

06/91 

10.9 

43.6 

08/91 

5.1 

48.7 

09/91 

11.5 

60.2 

10/91 

9.9 

70.1 

11/91 

11.0 

6.0 

75.1 

12/91 

14.2 

60.9 

6/92 

34.0 

26.9 

6/93    (projected) 

, 

3.8 

23.1 

TOTAL 

$111.1 

$88.0 

deposit    of   $21    million    common    school    trust    interest    and    income    into    the    SEA 
during  June    1992. 

The  1991  legislature  authorized  a  general  fund  loan  of  up  to  $4.9  million 
during  the  1993  biennium  to  the  Department  of  Health  and  Environmental  Sciences 
(DHES)  to  conduct  the  Clark  Fork  natural  resources  damage  assessment  and 
litigation  against  the  Atlantic  Richfield  Company  (ARCO).  The  loan  is  to  be 
repaid  (with  interest)  from  settlements  received  from  ARCO.  To  date,  DHES  has 
borrowed  $1.9  million  from  the  general  fund  and  plans  to  borrow  the  entire  $4.9 
million  by  the  end  of  fiscal  1993.  It  does  not  anticipate  receiving  any  settlements 
during  the  1993  biennium  that  will  allow  repayment  of  any  portion  of  the  loan. 
Under  the  current  court  schedule,  the  case  will  not  go  to  trial  until  the  summer 
of  1995. 

Approximately  $6.0  million  of  the  remaining  $7.1  million  in  outstanding 
general  fund  loans  are  long-term  loans  to  the  Department  of  Social  and 
Rehabilitation  Services  (SRS)  and  Family  Services  (DFS)  authorized  by  the 
legislature  under  section  17-2-107(8),  MCA,  to  assist  in  federal  reimbursement 
accounting. 


"Full  Accrual"   of  Revenues 

Under  the  Executive  Budget  proposal,  the  gap  between  the  general  fund  cash 
and  fund  balances  would  grow  to  $47.8  million  at  the  end  of  fiscal  1993  due  to 
additional  revenue  accruals.  The  Executive  Budget  proposes  that  the  legislature 
pass  a  resolution  endorsing  "full  accrual"  of  revenue,  which  would  result  in  the 
accrual  of  an  estimated  $42.5  million  in  additional  revenue  in  fiscal  1992.  While 
"full  accrual"  of  revenues  will  result  in  a  positive  fund  balance  in  fiscal  1992, 
it  will  not  alleviate  cashflow  problems.  A  more  complete  discussion  of  the  impact 
of  the  proposed   accrual  appears  on  page  40. 

The  Executive  Budget  projects  a  positive  fund  balance  of  $24.2  million  in 
fiscal  1992  and  $18.7  million  in  fiscal  1993  in  the  general  fund  if  the  "full 
accrual"    and  all  other   "budget  balancers"    are  adopted. 


Reasons   for  Declining   General   Fund  Balance 

When    the  January    1992    special    session    adjourned,    the    general    fund    was 

projected  to  have  an  $11.6  million  fund  balance  at  the  end  of  fiscal   1993.     Table 

3  shows  the  key  differences  between  this  projected  fund  balance  and  that  projected 

in   the  Executive  Budget. 


TABLE  3 

Projected  General   Fund  Fund  Balance 

1993   Biennium   (Millions) 

Status  as 
of  1/92- 

Status  as 
of  6/92" 

Difference 

Beginning  balance                                          $58.7 

$58.7 

$0 

Revenues/adjustments                                        993.0 

953.4 

(39.6) 

Expenditures                                                   (1.040.1) 

ri. 092.2) 

(52.1) 

Ending  fund  balance                                      $11.6 

($80.1) 

($91.7) 

"Based   on   actions  of  January    1992   special   session 
"As   shown   in  Executive   Budget 

The  executive  revenue  estimate  assumes  that  the  shortfall  in  individual  income 
tax  collections  that  occurred  in  fiscal  1992  will  continue,  as  will  lower  oil  prices 
and  interest  rates,  resulting  in  biennial  general  fund  revenue  collections  $39.6 
million  below  the  revenue  estimate  adopted  during  the  January  1992  special  session. 
The  individual  income  tax  shortfall  comprises  nearly  90  percent  of  the  total 
revenue  shortfall  estimated  in  the  Executive  Budget. 

Expenditures  are  expected  to  be  $52.1  million  higher  than  projected  during 
the  January   1992   special  session  due  to  four  major  factors: 

1)  Supplementals.  In  addition  to  the  $20.5  million  of  general  fund 
supplementals  that  were  approved  during  the  January  1992  special  session,  the 
Office  of  Budget  and  Program  Planning  (OBPP)  is  projecting  that  $20.9  million 
more  in  general  fund  supplementals  will  be  submitted  to  the  1993  legislature. 
These  projected  supplementals  include  $11.0  million  for  SRS  programs,  $5.0  million 
for  fire  suppression  costs,  $1.5  million  for  foster  care,  and  $3.4  million  for  other 
state  agencies. 

2)  SEA  revenue  shortfall.  Due  to  the  recent  revenue  downturn,  SEA 
revenues  will  fall  below  projections  during  the  1993  biennium,  requiring  an  $18.5 
million  transfer  from  the  general  fund  to  the  SEA,  in  addition  to  the  $24.1 
million   transfer  approved   during   the  January    1992   special   session. 

3)  K-12  enrollment  growth.  The  Office  of  Public  Instruction  (OPI)  is 
projecting  that  foundation  program  and  guaranteed  tax  base  (GTB)  costs  will 
increase  by   $6.1    million  in   fiscal    1993,   due  to  enrollment  increases. 

4)  Lower  reversions.  The  Executive  Budget  projects  that  reversions  will 
be  $5.7  million  less  than  anticipated  after  the  January  1992  special  session.  Due 
to  higher-than-anticipated  costs  in  fiscal  1992  and  the  impact  of  the  proposed 
additional  budget  reductions  in  fiscal   1993,  the  executive  assumes  that  agencies  will 


spend  99.5  percent  of  their  total  general  fund  appropriations,   resulting  in  very  low 
reversions. 


FACTORS   THAT   MAY  AFFECT 
PROJECTED   DEFICITS 


The  projected  cash  and  fund  balance  deficits  may  be  larger  than  projected 
in   the  Executive  Budget   for  several   reasons: 

1)  Supplementals.  The  Executive  Budget  projects  that  additional  general  fund 
supplementals  for  state  agencies  submitted  to  the  1993  legislature  will  total  $20.9 
million.  Legislative  Fiscal  Analyst  (LFA)  staff  project  that  supplementals  could  be 
larger  in  several  agencies.  For  example,  the  Executive  Budget  estimate  for  the 
fiscal  1993  foster  care  supplementals  may  be  too  low.  During  the  January  1992 
special  session,  the  legislature  approved  a  $2.2  million  supplemental  for  foster  care. 
In  June,  OBPP  authorized  an  additional  $0.3  million  spending  authority  for  the 
program  to  enable  it  to  pay  fiscal  1992  foster  care  costs.  However,  the  Executive 
Budget  projects  only  a  $1.2  million  general  fund  supplemental  for  the  program 
during  fiscal    1993,   despite  rising  caseloads  and   more  out-of-state  placements. 

2)  Fire  suppression  costs.  The  Executive  Budget  estimated  supplementals 
include  $150,000  for  fire  suppression  costs  in  fiscal  1992  (in  addition  to  the  $5.6 
million  supplemental  approved  during  the  January  special  session)  and  $4.85  million 
in  fiscal   1993.' 


Table  4  shows  general  fund  fire 
suppression  costs  during  recent  years. 
If  drought  conditions  persist,  the  $4.85 
million  budgeted  for  fiscal  1993  may 
be  insufficient.  In  fiscal  1989,  fire 
suppression  costs  exceeded  $11.3 
million. 


3) 
Executive 


HB14      payments. 


The 
balance 


Budget  cash 
projection  assumes  that  $34.0  million  in 
quarterly  estimated  income  tax  payments 
due  in  April  and  June  of  1993  as  a 
result  of  House  Bill   14  (enacted  during 


TABLE  4 

Fire  Suppression 

Costs 

FY87-92 

(Millions) 

Fiscal   Year 

General   Fund 

1987 

$0.8 

1988 

1.3 

1989 

11.3 

1990 

1.1 

1991 

2.9 

1992 

5.8* 

Tlirough  June 

15 

'The  Executive  Budget  proposes  that  this  $5.0  million  supplemental  for  fire  suppression  costs 
be  appropriated  to  OBPP,  rather  than  the  Department  of  State  Lands  (DSL),  as  a  "contingency" 
appropriation.  Under  this  procedure,  OBPP  will  have  to  create  an  administrative  appropriation  to 
allow   DSL   to  expend   the   funds. 


the  January   special   session)   will  be  received   in   fiscal    1993.  As  noted   in  earlier 

LFA    reports,    if  a    significant   number   of   taxpayers    do    not  comply    in    a    timely 

manner   with   the   new    law,    the   total   amount   of  anticipated  revenue    may    not   be 
received   in   time  to  help   repay   the   fiscal    1993   TRANS. 

4)  Revenue  estimate  changes.  The  Revenue  Oversight  Committee  (ROC)  will 
meet  on  July  6  to  revise  House  Joint  Resolution  1  (HJRl),  the  legislative  revenue 
estimate.  In  accordance  with  section  5-18-107,  MCA,  the  revised  resolution  as 
adopted  by  ROC  and  subsequently  amended  and  adopted  by  the  legislature  is  the 
official  legislative  revenue  estimate.  Differences  between  the  revenue  estimate  in 
HJRl  and  the  executive  revenue  estimate  will  impact  both  the  fund  and  cash 
balances.  LFA  staff  will  present  the  most  recent  revenue  collection  and  cash 
balance  data  to  ROC  at  the  July  6  meeting. 


ANALYSIS   OF   EXECUTIVE 
"BUDGET   BALANCERS" 


To  address  the  projected  $102.4  million  cash  deficit,   the  Executive  Budget 
proposes   $115.8   million   in    "budget  balancers".      Table   5    itemizes   these    "budget 

balancers"    by   category.       Of  the   proposed    "budget   balancers",  53.0   percent   are 

revenue  measures,    26.0  percent  are  expenditure  reductions,    16.3  percent  are   fund 
balance  transfers,   and  4.7  percent  are  funding  switches. 

Following  is  an  analysis  of  the  executive  proposals  in  each  "budget  balancer" 
category. 


TABLE 

5 

"Budget  Balancers" 

Proposed 

in  Executive  Budget* 

(Millions) 

REVENUES 

Increases 

Decreases 

Accelerations 

Total 

Hospital   gross   receipt  tax 

$8.3" 

$8.3 

Video  gaming   tax 

35.7'" 

35.7 

Sale  of  liquor   store   inventory 

2.0 

2.0 

SEA   interest 

0.5 

0.5 

Coal   tax   reallocation 

($2.1) 

(2.1) 

Property   tax   acceleration 

$17.0 

17.0 

TOTAL 

$46.5 

($2.1) 

$17.0 

$61.4 

EXPENDITURES 

Reductions 

Increases 

Net 

State  agency  operations 

$2.1 

$2.1 

Galen   changes 

1.6 

1.6 

Medicaid   reimbursement 

($2.2) 

(2.2) 

Welfare  reductions 

1.5 

1.5 

Higher  education 

8.6 

8.6 

Public  schools 

14.8 

14.8 

Retirement  benefits 
TOTAL 

3.7 
$32.3 

3.7 
$30.1 

($2.2) 

FUND   BALANCE  TRANSFERS 

Park  trust/Arts  trust 

$18.9 

$18.9 

FUNDING   SWITCHES 

Higher  education   tuition/fees 

$5.4 

TOTAL   BUDGET   BALANCERS 

$115.8 

"Based   on   printed  Executive  Budget  issued   on  June 

21    and   OBPP 

revisions  through  June   30. 

"One-half  year's   collections.      Estimated 

annual   collections  are   $16.f 

)   million. 

■"While   the  proposed   tax   increase   would  generate 

>37.0   million  additional   revenue 

based   on 

the  executive   revenue   estimate,    only   $35.7   million 

would  affect   the 

general    fund. 

REVENUES 


Hospital   Gross   Receipts   Tax 


The  Executive  Budget  proposes  the  enactment  of  a  2  percent  gross  receipts 
tax  on  all  medical  hospitals  in  the  state,  effective  November  1,  1992.  The 
executive  estimates  that  six  months  of  the  tax  will  be  collected  in  fiscal  1993, 
generating  $8.3  million  in  general  fund  revenues.      Although  the  executive  proposes 


that  the  state  obtain  approval  from  the  federal  government  before  implementing  the 
tax,    such   approval   is  not  required   under  current   federal   guidelines. 

Initially,  the  Executive  Budget  proposed  that  hospitals  receive  a  9.2  percent 
medicaid  rate  increase,  effective  January  1,  1993,  at  a  cost  of  $3.1  million  ($0.9 
million  general  fund)  during  the  last  six  months  of  fiscal  1993.  The  Executive 
Budget  has  been  revised  to  recommend  that  hospitals  receive  a  20.1  percent  rate 
increase  for  inpatient  hospital  services  in  the  medicaid  and  state  medical  programs, 
effective  January    1,    1993. 

A  recent  federal  law  (P.L.  102-234,  enacted  December  12,  1991)  permits 
states  to  levy  specific  taxes  on  health  care  providers  to  fund  medicaid  rate 
increases.  Revenues  collected  from  such  taxes  may  not  exceed  25  percent  of  the 
state's  required  medicaid  match.  Although  federal  rules  have  not  yet  been 
promulgated  to  implement  the  new  law,  federal  guidelines  have  been  provided  to 
each   state. 

The  hospital  gross  receipts  tax  proposal  submitted  to  the  July  1992  special 
session  will  be  the  second  such  proposal  considered  by  the  legislature.  The  1991 
legislature,  at  the  request  of  the  executive,  enacted  a  $1.00  per  bed  day  tax  on 
all  nursing  homes,  effective  in  fiscal  1992.  The  tax  is  levied  only  on  beds 
occupied  by  residents  for  whom  third-party  payors  are  responsible  for  reimbursing 
the  facility.  The  purpose  of  this  tax  (which  increases  to  $2.00  per  bed  day  in 
fiscal  1993)  was  to  partially  fund  a  major  medicaid  rate  rebasing  for  nursing 
facilities. 

Table  6  compares  the  fiscal  1993  impact  of  the  bed  tax  on  nursing  facilities 
to  the  impact  of  the  revised  Executive  Budget  proposal  to  levy  a  gross  receipts 
tax  on  hospitals.  As  the  table  shows,  $13.9  million  additional  funding  was 
appropriated  in  fiscal  1993  for  nursing  home  facilities  rebasing,  while  the  facilities 
will  pay  $3.1  million  in  bed  taxes  during  the  year.  The  net  gain  to  the  nursing 
home  facilities  will  be  $10.8  million,  while  the  net  cost  to  the  general  fund  will 
be  $0.8  million  in  fiscal  1993.  Under  the  revised  executive  proposal  for  the 
hospital  gross  receipts  tax,  the  net  loss  to  the  hospitals  will  be  $1.2  million  and 
the  net  gain  to  the  general   fund  will  be  $6.1   million. 


Comparison  of  Provider 

TABLE 
Specific 
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Taxes/Rate 

Increases, 

FY93 

Nursing   facilities: 

Total 

General   Fund 

FY93   Rate  increase' 

$13,873,642 

$3,898,493 

FY93  Bed  fee  paid 

3.050.004 

3.050.004 

Net  facility  gain 

$10,823,638 

Net  general   fund  cost 

($848,489) 

Hospital   facilities: 

FY93  Rate  increase  ("A   year) 

$7,100,000 

$2,202,000 

FY93  Taxes  paid  ('A   year) 

8.300.000 

8.300.000 

Net  facility  loss 

($1,200,000) 

Net  general   fund  gain 

$6,098,000 

The   nursing   facility  rate   rebasing   is  being  phased-in  during  the    1993   biennium. 
increase   shown   for  nursing   facilities  in  FY93   represents   the  total   annualized   cost 
rebasing. 

The   rate 
of  the 

The  Executive  Budget  revenue  estimate  was  based  on  a  tax  levied  on  aU 
hospital  gross  receipts.  However,  many  hospitals  also  operate  nursing  homes  which 
are  already  subject  to  the  nursing  facility  bed  tax.  If  the  executive  revenue 
estimate  included  revenues  generated  by  nursing  facilities  operated  by  these 
hospitals,   the  estimates   may   be  overstated. 

The  20.1  percent  increase  in  medicaid  reimbursement  rates  for  inpatient 
hospital  services  proposed  in  the  Executive  Budget  will  have  a  significant  impact 
on  medicaid  costs  during  the  1995  biennium.  Total  medicaid  payments  for 
inpatient  hospital  care  increased  24.1  percent  from  fiscal  1990  through  fiscal  1991 
and  an  additional  14.5  percent  from  April  1991  through  April  1992.  This  rapid 
growth  combined  with  a  20.1  percent  increase  in  reimbursement  rates  may  outstrip 
the  revenue  generated  by  the  proposed  hospital  gross  receipts  tax,  resulting  in  a 
net  general   fund  loss  during  the   1995  biennium. 


Video   Gaming   Tax   Increase 


The  Executive  Budget  proposes  to  increase  the  video  gaming  tax  from  15 
percent  to  35  percent  of  gross  income.  (Gross  income  is  defined  as  "money  put 
into  a  video  gaming  machine  minus  credits  paid  out  in  cash.")  This  tax  increase, 
which  would  be  retroactive  to  April  1,  1992,  would  raise  an  additional  $37.0 
million  in   fiscal    1993,   according   to   the  executive  estimate. 

The  Executive  Budget  proposes  that  video  gaming  tax  collections  be 
reallocated  to  provide  $35.7  million  benefit  to  the  general  fund  in  fiscal   1993  by: 

1)  depositing  $16.6  million  additional  revenue  to  the  general  fund  in  fiscal 
1993;  and 

2)  earmarking  30  percent  for  personal  property  tax  reimbursements. 
Currently,  these  reimbursements  (which  totalled  $19.1  million  in  fiscal  1992)  are 
paid  from  the  general   fund. 

Table  7  shows  the  distributions  under  current  law  and  the  executive 
proposal,   based  upon  the  Executive  Budget  revenue  estimates  for  fiscal    1993. 


TABLE  7 

Video  Gaming  Tax  Collections*  and  Allocation 

Current  and  Executive  Proposal 

(Millions) 


General   fund 

Cities/counties 

Personal  property 

TOTAL 

'As   estimated   in   Executive   Budget 


—Current— 

—Proposed — 

Difference 

^         i 

% 

$ 

S 

33.3          $9.2 

40.0 

$25.8 

$16.6 

66.7          18.4 

30.0 

19.4 

1.0 

0.0          00.0 

30.0 

19.4 

19.4 

100.0        $27.6 

100.0 

$64.6 

$37.0 

Video  gaming  revenues  have  grown  rapidly  in  recent  years,  as  Table  8 
shows.  The  executive  assumes  that  this  growth  will  continue  in  fiscal  1993  (17.9 
percent)  and  that  the  increased  tax  rate  will  have  no  impact  on  gross  income. 
The  legislative  revenue  estimate  (HJRl)  assumed  a  6.8  percent  growth  in  video 
gaming  tax  collections  between  fiscal    1992  and    1993. 
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Video 

TABLE   8 
Gaming  Collections 
(Millions) 

Fiscal 

Year 

Total   Collections 

%. 

Increase 

1988 

$7.7 

1989 

12.7 

64.9 

1990 

16.0 

26.0 

1991 

19.5 

21.9 

1992* 

23.5 

20.5 

1993" 

27.7 

17.9 

"Preliminary 

"Executive   Budget  estimate 

under 

current   tax    rate 

The  Executive  Budget  proposes  that  the  tax  increase  be  retroactive  to  April 
1,  1992,  resulting  in  $9.3  million  additional  collections  for  the  April-June  1992 
quarter.  Since  taxes  for  the  April-June  quarter  are  due  on  July  15,  the  bill 
raising  the  tax  rate  to  35  percent  would  need  to  be  passed  by  the  legislature  and 
signed  by  the  Governor  prior  to  that  date  in  order  for  the  anticipated  revenue  to 
be  received.  Legislative  Council  staff  attorneys  note  that  it  may  be  difficult  for 
the  state  to  impose  the  tax  increase  on  operators  who  pay  taxes  for  the  April- 
June  quarter  prior  to  passage  and   approval   of  legislation   changing   the  rate. 

By  shifting  funding  for  the  personal  property  tax  reimbursement  from  the 
general  fund  to  video  gaming  tax  revenue,  the  executive  proposal  increases  local 
governments'  dependence  on  video  gaming  revenues.  If  a  downturn  in  video 
gaming  activity  occurs,  there  may  not  be  sufficient  funds  in  the  earmarked  account 
to  pay  personal  property  tax  reimbursements  in   future  years. 


Sale   of  Liquor   Store   Inventory 

The  Executive  Budget  proposes  to  convert  state-owned  liquor  stores  to  agency 
stores  by  July  1,  1993.  The  Department  of  Revenue  (DOR)  estimates  that  $2 
million  from  the  sale  of  inventory  in  these  state  liquor  stores  to  agency  store 
owners  would  be  deposited  in  the  general  fund  in  fiscal  1993  and  another  $2 
million  in   fiscal    1994. 

Salary,  employee  benefits,  rent,  utility,  repair,  and  maintenance  expenses 
associated  with  the  operation  of  state  liquor  stores  would  be  phased-out  in  fiscal 
1993  under  the  executive  proposal.  DOR  would  still  incur  warehouse  and 
administrative  costs  to  manage  the  wholesale  liquor  business.      During  the  January 


11 


1992   special   session,   DOR  estimated  that  termination  costs  for  the  75  liquor  store 
FTE  would  be  $168,823.      These  cost  estimates  have  not  been   updated. 

Other  key  points  of  the  executive  proposal   include: 

>DOR  will  continue  to  set  the  uniform,   state- wide  retail  prices  for  liquor; 

>in  communities  with  more  than  3,000  people,  agents  will  be  selected  by 
competitive  bid  and   may   have  a  primary   location  and   satellite   stores; 

>the  number  of  primary  and  satellite  stores  may  not  exceed  the  number 
of  stores  in  the  community  prior  to  December   1,    1991; 

>DOR  assumes  in  communities  with  more  than  3,000  people,  agents  will 
submit  competitive  bids  for  contracts  with  an  8  percent  discount; 

>  agents  in  smaller  communities  may  continue  to  operate  under  the  10 
percent  commission  contracts,  with  the  state  owning  the  inventory  or  the  agent 
purchasing  the  inventory  and  receiving  a   12  percent  commission; 

>  agents  may  renew  contracts  every  three  years  or  assign  or  sell  their 
agency  contracts  to  new  agents  subject  to  DOR  approval. 


SEA   Interest 

Under  current  law,  OPI  distributes  foundation  and  GTB  payments  from  the 
SEA  to  school  districts  on  the  following  schedule:  20  percent  of  the  annual  total 
by  July  15,  7  percent  each  month  thereafter,  with  the  remainder  in  June.  The 
July  1992  payment  is  anticipated  to  be  $58.4  million.  OPI  also  distributes 
approximately  $34.0  million  general  fund  each  year  to  districts  for  special  education 
costs  based  on  this  schedule. 

The  Executive  Budget  proposes  to  amend  current  law  to  provide  for  "as 
needed"  foundation  and  GTB  payments  to  districts.  Under  the  proposal,  OPI 
would  "minimize  the  amount  of  SEA  funds  held  by  districts"  by  reviewing  district 
reserves,  cash  reappropriated,  nonlevy  revenue,  voted  levy  revenue,  and  county 
equalization  funds  before  sending  state  funds  to  the  district.  While  the  district 
would  receive  the  total  state  payment  by  the  end  of  the  fiscal  year^,  it  might 
receive  no  state  payments  for  the  first  several  months  of  a  fiscal  year  until  its 
own  cash  reserves  were  depleted.  As  a  result,  the  state  would  earn  additional 
interest  on  the  funds  while  they  are  held  in  the  state  treasury.  The  Executive 
Budget  estimates  that  the  state  would  earn  an  additional  $0.5  million  in  interest 
during   fiscal    1993   as  a  result  of  this  proposal.      As   the  data  in   Table  9   shows. 


^inus  4   percent   in   fiscal    1993   under  the  executive  proposal. 
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this  estimate  is   conservative.      Based   on  4   percent   interest   rates,    the   state   would 
earn   (and   the  districts   lose)   over  $1.0  million   in   interest  during   fiscal    1993. 

Table  9  shows  the  anticipated  disbursement  schedule  under  current  law  and 
under  the  executive  proposal,  as  estimated  by  OBPP.  (The  actual  state  payments 
under  the  executive  proposal  would  be  determined  after  review  of  available  cash 
in  the  districts).  Under  the  executive  proposal,  the  state  would  disburse  $54.7 
million  less  to  school  districts  in  July  and  $10.5  million  less  in  August,  for  a 
cumulative  difference  of  $65.2  million.  However,  in  September  through  November 
state  payments  would  be  higher  than  under  the  current  law,  as  districts'  cash 
reserves  dwindled.  In  December,  this  trend  would  reverse:  state  payments  would 
drop  dramatically  after  November  projjerty  tax  revenues  were  received  from  county 
equalization  and  district  permissive  and  voted  levies.  By  January  1993,  the  state 
would  have  disbursed  $71.0  million  less  to  districts  than  under  the  current 
distribution  schedule.  In  the  second  half  of  the  fiscal  year,  state  payments  would 
be  higher  than  under  the  current  distribution  schedule  to  ensure  that  districts 
received  their  total  annual  foundation  and  GTB  payments  (minus  the  4  percent 
reduction  proposed   in   the  Executive  Budget.) 


TABLE  9 

FY93   Distributions  From 

SEA 

Account, 

Current  and  Proposed 

(Millions) 

— Monthly 

Distribution- 

Current   Law' 

Proposed 

Law" 

Cumulative  Difference 

July 

$58.4 

$3.7 

$54.7 

August 

20.4 

9.9 

65.2 

September 

20.5 

21.4 

64.3 

October 

20.5 

32.1 

52.7 

November 

21.6 

35.5 

38.8 

December 

21.6 

1.4 

59.0 

January 

21.6 

9.6 

71.0 

February 

21.6 

30.9 

61.7 

March 

25.5 

42.4 

44.8 

April 

21.6 

40.2 

26.2 

May 

21.6 

41.0 

6.8 

June 

21.8 

14.5 

14.1 

TOTAL 

$296.7 

$282.6 

"As   estimated 

by   DofA; 

includes   transportation  reimbursement. 

"As    estimated 

by   OBPP 

based    on   4 

percent    reduction 

includes 

transportation  reimbursement. 
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OPI  estimates  that:  1)  additional  staff  would  be  needed  at  both  the  state 
and  local  level  to  review  cashflow  in  the  527  school  districts;  and  2)  implementing 
an   "as  needed"   payment  schedule  for  all  districts  would  take  several   months. 


Coal   Tax  Reallocation 

The  Executive  Budget  proposes  to  place  the  principal  of  the  Park  Acquisition 
trust  and  the  Arts  Protection  trust  in  the  Stabilization  Account  in  fiscal  1993.  In 
order  to  repay  the  fiscal  1993  TRANS,  a  significant  portion  of  this  trust  principal 
would  have  to  be  spent. 

Under  current  law,  interest  from  these  trusts  is  used  to  fund  the  state  parks 
program  and  cultural  grants  appropriated  by  the  legislature.  The  Executive  Budget 
proposes  to  provide  an  alternative  funding  source  for  these  programs  by  earmarking 
a  portion  of  coal  severance  tax  collections,  as  Table  10  shows.  This  earmarking 
reduces  the  coal  tax  allocated  to  the  general  fund  by  $2.1   million  in  fiscal   1993. 


TABLE 

10 

Proposed 

Coal 

Ta^i 

.  Reallocation 

— 

— Percent- 

— 

-FY93 

Allocation 

(Millions)- 

Current 

Proposed 

Difference 

Current 

Proposed 

Difference 

General   Fund 

27.390 

22.830 

(4.560) 

$12,367 

$10,308 

($2,059) 

Parks 

1.267 

4.815 

3.548 

0.572 

2.174 

1.602 

Montana  Arts   Council 

0.633 

1.645 

1.012 

0.286 

0.743 

0.457 

All   Other 

70.710 

70.710 

0.000 

31.927 

31.927 

0.000 

TOTAL 

100.000 

100.000 

0.000 

$45,152 

$45,152 

$0,000 

TABLE   11 

Coal   Severance  Tax 

Collections,   FY92-93 

(Millions) 


FY92 
FY93 


Executive 
Actual       HJRl  Budget 

$43,434    $39,545 

NA        38.103         $45,152 


In  calculating  the  fiscal  1993 
allocations,  the  executive  has  projected 
coal  tax  revenues  18.5  percent  higher 
than  contained  in  the  HJRl  revenue 
estimate  and  4.0  percent  higher  than 
actual  fiscal  1992  collections,  as  shown 
in     Table      11.  Based      on      HJRl 

estimates,  the  reallocations  proposed  in 
the  Executive  Budget  would  be 
insufficient  to  fund  the  fiscal  1993 
appropriation  for  the  Montana  Arts 
Council   and   cultural   grants  programs. 
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Because  the  principal  of  the  Parks  Acquisition  and  Arts  Protection  trusts 
grew  over  the  last  15  years,  the  amount  of  interest  available  to  support  the 
programs  funded  from  them  increased.  For  example,  the  amount  of  interest 
available  for  cultural  projects  doubled  from  the  1983  biennium  ($0.6  million)  to 
the  1993  biennium  ($1.3  million)  as  a  result  of  the  growing  trust  principal. 
Under  the  executive  proposal,  future  growth  in  the  these  programs  will  be  limited 
to  growth   in   coal   severance   tax   collections. 


Property   Tax   Acceleration 

Under  current  law,  county  treasurers  are  required  to  transmit  state  money 
collected  at  the  county  level  to  the  state  by  the  20th  of  the  next  month.  Since 
there  is  no  penalty  if  the  monies  are  transmitted  within  five  days  of  this  deadline, 
many  counties   remit  these  funds  on   the  25th   of  the   month. 

The  state  portion  of  property  taxes  (such  as  the  6  mill  levy  and  40  mill 
statewide  equalization  levy)  due  on  May  31st  may  be  sent  in  the  June  county 
payment  or  the  July  payment.  While  any  of  these  revenues  received  in  July  are 
accrued  and  included  in  the  fund  balance  for  the  previous  fiscal  year,  the  cash 
is  not  "in  hand"  in  late  June  to  help  repay  TRANS.  Therefore,  the  Executive 
Budget  proposes  to  make  property  taxes  due  on  May  25,  to  ensure  that  the  state 
receives   its  portion   in   the  June  county   payment. 

The  Executive  Budget  estimates  that  this  change  in  property  tax  payment 
dates  will  result  in  the  receipt  of  $17.0  million  in  40  mill  levy  revenue  by  June 
25  that  would  normally  be  received  in  July.  This  estimate  appears  unrealistic, 
based  on  actual  collection  data  for  fiscal  1992.  Through  June  30,  1992,  $71.1 
million  of  the  estimated  $77.9  million  revenue  from  the  40  mill  levy  had  been 
received.  Therefore,  about  $7.0  million  in  additional  40  mill  levy  revenue  will 
be  received  in  July. 


EXPENDITURES 

The  Executive  Budget  proposes  a  net  $30.1  million  in  expenditure  reductions 
in  fiscal  1993.  This  section  provides  an  analysis  of  the  executive  recommendations 
by  category. 


Reductions   in  State  Agency   Operating   Budgets 

The  Executive  Budget  shows  that  during  the  January  1992  special  session, 
the  legislature  reduced  the  operating  budgets  for  state  agencies  by  a  net  $3.1 
million.     (Operating  budgets  exclude  funds  passed  through  to  local  governments  and 
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schools  and  benefit  and  grant  programs.)  The  Executive  Budget  proposes  that  an 
additional  $2.1    million  be  cut  during   the  July   special   session. 

The  Executive  Budget  recommendation  for  reductions  in  state  agency 
operations  is  based  on  an  average  8  percent  reduction  when  reductions  made 
during   the   1991    regular   and  January   special   sessions   are   taken   into   account. 

Six  agencies— Commissioner  of  Political  Practices,  Board  of  Public  Education,  Public 
Service  Commission,  DPS,  Corrections  and  Human  Services,  and  Livestock-are 
exempted  from  this  8  percent  reduction  due  to  the  small  size  of  the  agency, 
anticipated  supplementals,  or  other  factors.  The  executive  calculated  that  8  other 
agencies  had  already  experienced  budget  reductions  over  8  percent.  Therefore,  it 
does   not  recommend   additional  budget  reductions   for  these  agencies. 

"Fully   funded"    general   operating   budget 

To    calculate    the    proposed     8  percent     reduction     for    fiscal  1993,     the 

Executive   Budget   constructed   a    "fully  funded"    general    fund   operating  budget   by 

adding  back  into  the  agencies'  general  fund  appropriations  as  approved  during  the 
1991    regular   session: 

1)  vacancy   savings'   imposed  during   the    1991    regular   session; 

2)  net  budget  reductions  in  operations  imposed  during  the  January  1992 
special   session;   and 

3)  "underfunding"   in   the  pay  plan   allocation. 

The  8  percent  reduction  was  applied  to  this  "fully  funded"  base.  Credit 
was  then  "given"  for  the  vacancy  savings,  earlier  budget  reductions,  and 
"underfunded  pay  plan"  to  determine  the  additional  amount  of  budget  reduction 
recommended  in  the  Executive  Budget  presented  to  the  July  special  session. 

"Underfunded  pay  plan" 

In  calculating  a  "fully  funded"  pay  plan  for  fiscal  1993,  OBPP  computed 
an  average  pay  increase  of  $3,157  per  state  employee.  The  appropriations  for 
executive  branch  agencies  contained  in  House  Bill  509  (HB509)  were  based  upon 
an  average  $3,015  increase  per  state  employee.  (Both  totals  include  the  cent/per 
hour  raises,  market  adjustment,  health  insurance  increase,  and  benefits.)  As 
discussed  below,  OBPP's  adjustments  included  funding  the  pay  increase  for  all  of 
fiscal  1993  (even  though  it  doesn't  go  into  effect  until  July  11)  and  eliminating 
the  vacancy  savings  rate  imposed  on  the  pay  plan.  In  addition,  OBPP  assumed 
that  44.3   percent   of  the  cost  of  the   fiscal    1993   pay   plan   increase   was   general 


^Includes    the    0.5    percent    budget    reduction    imposed    during    the    1991    regular    session    on 
agencies   in   Section   A   of  House   Bill   2. 
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fund.      The   HB509   appropriation    for   executive   branch    agencies    was   based    on   a 
42.7  percent   "funding   split"    for  general   fund  costs. 

Based  on  these  adjustments,  OBPP  calculated  that  the  general  fund  pay  plan 
allocation  for  executive  branch  agencies  was  $1.9  million  "underfunded". 
Therefore,  it  allocated  87.6  percent  of  what  agencies  said  was  needed  to  "fully 
fund"  their  fiscal  1993  general  fund  pay  plan  costs  and  included  the  difference  in 
the  column  labelled  "underfunded  pay  plan".  The  mechanics  of  this  calculation 
are  discussed   below. 


by: 


OBPP  calculated  the  amounts  shown  in  the   "underfunded  pay  plan"  column 


1)  adding  $0.5  million  to  reverse  the  vacancy  savings  calculation  included 
in  the  pay  plan  calculation  during  the  1991  regular  session.  Since  an  average  4 
percent  vacancy  savings  rate  was  imposed  on  most  state  agencies  during  the  budget 
process,  the  sponsors  of  HB509  requested  that  a  similar  vacancy  savings  rate  be 
applied  to  pay  plan  funds; 

2)  adding  $0.14  million  for  funding  the  pay  plan  increase  for  the  entire 
fiscal  year.  Since  HB509  makes  the  fiscal  1993  pay  plan  increase  effective  on 
July  11,  1992,  its  sponsors  requested  that  funding  in  the  bill  be  reduced  to  reflect 
the  eight  working  days  in   fiscal    1993  that  are  paid  at  the  fiscal    1992   rate; 

3)  providing  funding  for  retroactive  steps  for  employees  on  the  teachers'  pay 
matrix.  While  HB509  allows  these  retroactive  steps,  it  included  no  funding  for 
them;  and 

4)  surveying  executive  branch  agencies'*  on  the  "funding  split"  between 
general  fund  and  other  funds  needed  to  fund  pay  increases.  Executive  branch 
agencies  calculated  that  $0.6  million  more  general  fund  than  appropriated  in  HB509 
was  needed  in  fiscal  1993.  Agency  calculations  were  not  audited  to  ensure  their 
accuracy. 

OBPP  did  not  include  non-executive  branch  agencies  in  these  "underfunded 
pay  plan"  calculations.  Because  HB509  provides  separate  appropriations  for  each 
of  the  legislative  agencies,  the  Judiciary,  and  the  university  system,  OBPP  did  not 
calculate  the  vacancy  savings  taken  on  their  pay  plan  allocations  or  survey  them 
to  determine  their  needed  "funding  splits".  It  assumed  that  they  were  "fully 
funded"    for  pay   increases. 

The  Judiciary  estimates  that  it  was  $18,123  "underfunded"  for  the  general 
fund   cost   of  the   fiscal    1993   pay   plan,   based   on   OBPP's   methodology. 


*A11   agencies   funded   from   the    "lump   sum"   appropriated   in   HB509   for   OBPP   to   distribute. 
Legislative  agencies,   Judiciary,   and   the  university  system  had   separate   appropriations  in   the  bill. 
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The  Montana  University  System  did  not  receive  "full  funding"  for  pay  plan 
increase   (as  defined  by  OBPP)  for  several  reasons: 

1)  In  HB509,  funding  for  the  pay  plan  increases  for  the  vocational-technical 
centers,  fire  services  training  school,  and  the  Office  of  the  Commissioner  of 
Higher  Education  (CHE)  was  included  in  the  OBPP  "lump  sum"  appropriation'* 
because  their  FTE  are  recorded  on  the  state  P/P/P  system.  OBPP  distributed  pay 
plan  funds  to  these  agencies  based  on  the  87.3  percent  ratio'  calculated  for 
executive  branch  agencies.  Therefore,  OBPP's  worksheets  show  that  these  agencies 
received  $103,055  less  general  fund  than  needed  to  "fully  fund"  the  fiscal  1993 
pay  plan.  However,  this  "underfunding"  was  not  shown  in  the  Executive  Budget 
table  used  to  calculate  additional  recommended  budget  reductions  for  the  university 
system. 

2)  HB509  provided  no  funding  for  market  adjustments  for  faculty  and  other 
university  system  staff  that  are  not  on  the  general   state  pay  matrix;   and 

3)  The  appropriation  in  HB509  for  the  university  system  included  imposition 
of  a  vacancy  savings  rate  and  funding  effective  July  11.  Using  OBPP's 
methodology,  the  university  system  was  "underfunded"  $191,100  general  fund  due 
to  these  calculations. 

In  total,  the  CHE  has  calculated  that  higher  education  was  "underfunded" 
by  $1.6  million  in  its  fiscal   1993  pay  plan  allocation. 

Elected  officials'   salaries 

In  calculating  the  8  percent  reduction,  the  Executive  Budget  does  not  exclude 
elected  officials'  salaries  from  the  base.  For  example,  in  the  Department  of 
Justice,  $1.3  million  of  the  fiscal  1993  general  fund  budget  base  (11.6  percent) 
is  salary  and  benefits  paid  to  county  attorneys.  Applying  the  8  percent  reduction 
to  the  county  attorney  payroll  program  increases  the  department's  proposed  reduction 
by  $107,840,  which  must  be  met  by  reductions  in  other  programs  or  by  seeking 
a  supplemental  from  the  1993  legislature  if  budget  reductions  cannot  be  achieved. 
The  agency  received  a  $77,000  supplemental  from  the  1991  legislature  to  pay 
county  attorney  salaries  and  benefits  and  has  transferred  $95,000  of  the  fiscal  1993 
appropriation   to   fiscal    1992   to  pay   higher-than-anticipated  costs   this  biennium. 

Similarly,  $3.3  million  of  the  Judiciary's  general  fund  budget  is  for  salary 
and  benefits  of  the  7  Supreme  Court  justices,  37  district  court  judges,  and  the 
clerk  of  court.  Exempting  these  salaries  from  the  base  to  which  the  8  percent 
reduction  is  applied  would  reduce  the  Judiciary  budget  reduction  to  $9,439  from 
the   $256,401    recommended   in   the  Executive  Budget. 
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Biennial   reductions 

During  the  January  special  session,  the  executive  recommendation  and 
legislative  action  focused  on  biennial  budget  reductions.  Agencies  were  "given 
credit"  for  higher  percentage  reductions  in  fiscal  1992  by  receiving  lower  reductions 
in  fiscal  1993.  Table  12  shows  the  actual  reductions  in  general  fund  operating 
budgets  for  state  agencies  by  fiscal  year  made  by  the  legislature  during  the  January 
special  session.  The  current  Executive  Budget  recommendation  "gives  credit"  only 
for  budget  reductions   made  in   fiscal    1993. 


TABLE  12 
Reductions  in  General  Fund  Operating  Budgets,  January  Special  Session 


—  Special  Session  Cuts*--- 


Agency 

1  Department  of  Labor  &  Industry 

2  Department  of  Agriculture 

3  Department  of  Transportation 

4  Department  of  Fish,  Wildlife  &  Parks 

5  Department  of  Coffmerce 

6  Library  Connission 

7  Connissioner  of  Political  Practices 

8  Office  of  the  Governor 

9  Legislative  Council 

10  Department  of  State  Lands 

11  Legislative  Fiscal  Analyst 

12  Montana  Arts  Council 

13  Crime  Control  Division 
H  State  Auditor's  Office 

15  Office  of  Public  Instruction 

16  Department  of  Health  &  Environmental  Sciences 

17  Department  of  Adninistration 

18  Secretary  of  State 

19  Department  of  Justice 

20  Department  of  Military  Affairs 

21  Department  of  Natural  Resources  &  Conservation 

22  Legislative  Auditor 

23  Department  of  Social  &  Rehabilitation  Services 

24  Board  of  Public  Education 

25  Environmental  Quality  Council 

26  Judiciary 

27  Historical  Society 

28  Department  of  Revenue 

29  Department  of  Family  Services 

30  School  For  Deaf  &  Blind 

31  Department  of  Corrections  &  Human  Services 

32  Department  of  Livestock 

33  Public  Service  Regulation 
Average 


X  Cut 

X  Cut 

%  Cut 

FY  1992 

FY  1993 

Bienniun 

10.87% 

10.78X 

10.82% 

8.00% 

8.00% 

8.00% 

8.00X 

8.00% 

8.00% 

8. 00% 

8.00% 

8. 00% 

5.00X 

8. 00% 

6.  SOX 

7.74X 

4.00X 

5.87X 

9.80X 

0.00% 

5.77X 

5.03X 

6.44% 

5.72X 

6.43X 

5. 00% 

5.72X 

6.05X 

5.11X 

5.58X 

5.52X 

5.00% 

5.26% 

4.44X 

6.02% 

5.18% 

8.  COX 

2.49% 

5.17% 

5.00X 

5.00% 

5.00% 

5.00X 

5.00% 

5.00% 

3.73X 

5.91% 

4.83% 

4.38X 

5.00% 

4.69% 

6.58X 

2.47% 

4.57% 

5. 62% 

3.35% 

4.47% 

4.12X 

3.58% 

3.86% 

4.00X 

3.31X 

3.65% 

6.17X 

0.25% 

3.17% 

2.90% 

2.82% 

2.86% 

2.67X 

2.54% 

2.61% 

2.32X 

2.45% 

2.39% 

2.07X 

1.96% 

2.01% 

2.35X 

0.90% 

1.63% 

1.31X 

1.83% 

1.57X 

1.44X 

1.59% 

1.52% 

1.34X 

1.66% 

1.50% 

1.78X 

0.70% 

1.24% 

O.OOX 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

4.72X 

3.85% 

4.31% 

""Includes  reductions  only;  does  not  include  supplementals  or  other  increases  approved  during  January  special 
session. 
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Revenue  estimate  impact 

During  the  January  special  session,  the  Executive  Budget  recommended —and 
the  legislature  approved--the  addition  of  $114,123  general  fund  in  fiscal  1993  to 
enhance  the  Department  of  Revenue's  audit  and  other  revenue  collection  activities. 
The  legislature  added  $204,732  more  general  fund  and  8.5  FTE  in  fiscal  1993  to 
expand  the  department's  income  tax  collection  activities,  bringing  the  total  general 
fund  added  in  fiscal  1993  to  $318,855.  The  fiscal  1993  revenue  estimates 
contained  in  HJRl  were  increased  by  $6.0  million  for  additional  revenues 
anticipated  to  be  collected  from  these  expanded  activities.  The  Executive  Budget 
prepared  for  the  July  special  session:  1)  recommends  that  $706,947  general  fund 
be  cut  from  the  department's  fiscal  1993  budget;  and  2)  does  not  reduce 
anticipated   revenue  collections  as  a  result  of  budget  reductions. 

Galen   Changes 

The  Executive  Budget  proposes  to  reduce  the  population  and  revise  the 
mission  of  the  Galen  campus  of  the  Montana  State  Hospital  (MSH)  by:  1)  closing 
the  acute  care  hospital  and  replacing  it  with  an  infirmary  on  the  Warm  Springs 
campus;  2)  closing  the  nursing  facility  and  moving  the  nursing  patients  to  the 
Center  for  the  Aged  (CFA),  Warms  Springs,  and  private  nursing  facilities;  3) 
establishing  an  87  bed  chemical  dependency  treatment  program  in  the  Galen 
Hospital  building;  and  4)  establishing  a  non-hospital  detoxification  and  orientation 
program   for  approximately   24  patients   in   the  Galen   Hospital  building. 

The  executive  estimates  that  if  the  proposed  reductions  and  changes  are  made  on 
December  1,  1992,  general  fund  savings  will  be  $1.6  million  as  shown  in  the 
table  below.  While  the  Executive  Budget  estimates  a  general  fund  savings  in  the 
Department  of  Corrections  and  Human  Services  (DCHS),  it  does  not  recognize 
additional  general  fund  costs  that  will  be  incurred  by  SRS  and  a  loss  of 
institutions  reimbursement  revenue  to  the  general   fund. 


TABLE   13 

Executive  Budget  Galen  Downsizing  Proposal 

(General   Fund  Only) 


Program 

Galen 

Warm   Springs 
Center  for  the  Aged 
Total  change 
Savings   from    12/1/92 


/\IU1U 

FIE 

11   oaviwgs 

$ 

(160.10) 

58.20 

14.80 

(87.10) 

(50.81) 

($4,738,667) 

1,591,174 

•      391.279 

($2,756,214) 

($1,563,497) 
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According  to  DCHS  staff,  of  the  54  nursing  residents  at  Galen,  5  will  be 
moved  to  Warm  springs,  30  will  be  moved  to  CFA,  and  19  will  be  moved  to 
private  nursing  facilities.  The  additional  costs  of  accommodating  the  residents  at 
the  CFA  and  Warm  Springs  have  been  calculated  as  shown  in  the  table  above. 
However,  the  additional  general  fund  costs  to  SRS  of  providing  medicaid 
reimbursement  to  private  facilities  accepting  the  19  remaining  Galen  residents  (a 
minimum  of  $60,000  during  the  last  seven  months  of  FY93)  have  not  been 
included  in  the  Executive  Budget  calculations.  SRS  has  no  general  fund 
appropriation  for  the  Galen  residents  who  would  move  to  private  nursing  facilities. 
The  general  fund  appropriation  for  Galen  which  the  executive  proposes  to  eliminate 
is  currently  used  as  medicaid  match   for  these  residents. 

The  federal  portion  of  SRS's  medicaid  reimbursement  for  Galen  residents  is 
currently  deposited  in  the  general  fund.  When  Galen  residents  are  moved  to 
private  facilities,  the  federal  reimbursement  will  be  paid  to  those  facilities. 
Because  the  medicaid  reimbursement  rates  at  the  CFA  and  Warm  Springs  are  lower 
than  the  Galen  rate,  there  will  be  an  additional  revenue  loss  to  the  general  fund 
when  residents  are  moved  from  one  facility  to  the  other.  DCHS  estimates  that 
the  institutions  reimbursement  revenue  loss  to  the  general  fund  for  the  last  seven 
months  of  FY93  will  be  $477,079.  However,  this  revenue  loss  has  not  been 
included   in   the  Executive  Budget. 

The  additional  general  fund  cost  to  SRS  combined  with  the  general  fund 
revenue  loss  will  reduce  the  fiscal  1993  general  fund  savings  from  this  proposal 
to  approximately  $1.0  million,  rather  than  $1.6  million  shown  in  the  Executive 
Budget.  Other  factors  that  may  further  reduce  the  estimated  savings  are:  1) 
Galen  employee  termination  pay;  2)  increases  in  unemployment  insurance  costs 
resulting  from  the  elimination  of  87.10  FTE's;  and  3)  the  loss  of  rental  income 
from  employee  housing  at  Galen. 


Welfare  Reductions 

The  Executive   Budget  proposes   the  changes   in   welfare  programs   discussed 
below,   resulting  in  an  estimated   $1.5   million  general   fund  savings  in   fiscal    1993. 


AFDC/GA  benefit  reductions 

The  Executive  Budget  proposes  to  reduce  the  monthly  benefit  payments  to 
recipients  in  the  Aid  to  Families  With  Dependent  Children  (AFDC)  and  General 
Assistance  (GA)  programs  from  42  percent  to  38  percent  of  the  federal  poverty 
level.  The  1991  legislature  required  that  AFDC/GA  benefit  payments  be  set  at 
42  percent  of  the  federal  poverty  level  during  the  1993  biennium.  The  executive 
proposal  would  reduce  benefit  payment  levels  to  slightly  more  than  the  amounts 
paid    AFDC    and    GA    recipients    in    fiscal    1988.       (Under    federal    law,    states    risk 
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losing    federal   medicaid    reimbursement   if  their   AFDC    benefit  payment   levels   fall 
below   the  amounts  paid   recipients   on   May    1,    1988.) 

Table  14  compares  fiscal  1993  AFDC/GA  benefit  payment  levels  at  42 
percent  of  the  federal  poverty  level  and  the  38  percent  level  proposed  by  the 
executive. 


FY93 

TABLE   H 
AFDC/GA  Monthly 

Benefit 

Payments 

#  Persons   in 
Household 

Federal   Annual 
Povertv  Level 

@   42% 
Povertv   Level 

@  38% 
Povertv   Level 

1 

$6,810 

$238 

$216 

2 

9,190 

322 

291 

3 

11,570 

405 

366 

4 

13,950 

488 

442 

5 

16,330 

571 

517 

6 

18,710 

654 

592 

7 

21,090 

738 

668 

1                ^ 

23,470 

822 

743 

Because  the  executive  proposal  would  not  become  effective  until  September 
1,  1992,  AFDC/GA  recipients  would  receive  payments  at  42  percent  of  the  poverty 
level  in  July  and  August.  The  executive  estimates  that  FY93  general  fund  savings 
resulting  from  the  reduction  in  AFDC/GA  benefit  payments  during  the  last  10 
months  of  FY93  will  be  $864,324  and  $246,356,  respectively.  SRS  staff  are 
currently  reviewing  AFDC  records  to  determine  how  many  individuals  may  lose 
AFDC  and  medicaid  eligibility  under  this  proposal.  According  to  agency  staff,  no 
adolescents  and/or  children  will  lose  medicaid  eligibility  under  the  proposal. 

AFDC  budget  methodology  revisions 

To  encourage  AFDC  recipients  to  seek  and  retain  employment,  the  Executive 
Budget  proposes  to  change  the  way  in  which  income  earned  by  the  recipient  is 
counted.  Currently,  net  income  is  subtracted  from  the  payment  level  in 
determining  assistance  payments.  Under  the  executive  proposal,  net  income  would 
be  subtracted  from  the  need  standard  (which  is  greater  than  the  payment  level), 
thereby  permitting  working  recipients  to  receive  a  reduced  payment  rather  than 
losing  AFDC  eligibility.  According  to  SRS  records,  approximately  14  percent  of 
AFDC  recipients  have  some  income  and  would  benefit  from  this  proposal.  The 
executive  estimates  that  the  change  in  budget  methodology  for  AFDC  earned  income 
will  cost  the  general   fund  $371,987  during  FY93.      The  net  general   fund  savings 
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achieved  by  reducing  AFDC  benefit  payments  and  changing  the  budget  methodology 
is  estimated  at  $492,337. 

AFDC   day   care   changes 

The  Executive  Budget  proposes  to  transfer  $500,000  in  state  general  fund 
and  federal  funds  from  self-initiated  day  care  to  begin  a  new  "At  Risk  Day  Care" 
program.  The  purpose  of  the  new  day  care  program  is  to  provide  childcare  to 
low-income  families  who  need  childcare  in  order  to  work  and  would  be  at  risk 
of  becoming  AFDC-eligible  if  the  childcare  were  not  provided.  Families  would 
be  required   to  pay  a  portion   of  the  cost  based   on   their  ability   to  pay. 

A  budget  amendment  of  $238,227  was  recently  approved  by  OBPP  to  begin 
this  program  in  fiscal  1993.  Funding  for  the  amendment  was  $68,800  in  donated 
funds  and  $169,427  in  matching  federal  funds.  In  total,  the  budget  amendment 
and  the  transfer  proposed  in  the  Executive  Budget  would  result  in  a  fiscal  1993 
appropriation   of  $738,227  for  this  new  program. 

Other  GA   benefit  reductions 

In  addition  to  the  GA  benefit  reductions  from  42  percent  to  38  percent  of 
the  federal  poverty  level,  the  executive  proposes  to  reduce  the  benefit  payments 
by  $50  per  month  to  persons  who  have  resided  in  Montana  less  than  two  months. 
Based  on  U.S.  and  Montana  supreme  court  cases,  this  proposal  may  raise 
constitutional  equal  protection  right  questions. 

The  executive  also  proposes  to  reduce  the  number  of  months  "employable" 
GA  recipients  may  draw  assistance.  Currently,  a  recipient  who  is  considered 
employable  and  has  no  serious  barriers  to  employment  is  eligible  to  receive  benefits 
a  maximum  of  4  months  during  any  12  month  period.  The  executive  proposes 
to  limit  benefits  to   this  group  to  4   months   in   any    18   month  period. 

A  maximum  6  months  of  benefits  during  any  12  month  period  is  currently 
available  to  recipients  who  are  employable  but  who:  1)  have  serious  barriers  to 
employment  and  are  willing  to  participate  in  a  program  to  overcome  the  barrier; 
2)  suffer  from  chemical  dependency  and  are  undergoing  active  treatment;  or  3)  are 
heads  of  a  household  that  includes  minor  dependent  children  and  are  enrolled  in 
a  job  search,  training,  and  work  program.  The  executive  proposes  to  reduce 
benefits   for  this  group   to  6   months  in   any    18   month  period. 

The  executive  proposes  that  the  $246,356  in  estimated  fiscal  1993  general 
fund  savings  achieved  by  reducing  benefit  amounts  be  transferred  to  the  GA  work 
program  (PWP)  where  it  will  be  matched  with  an  equal  amount  of  federal  funding. 
The  executive  proposes  to  enhance  and  intensify  the  GA  work  program  to  assist 
those  recipients  who  are  "employable"  and  will  receive  fewer  monthly  benefits 
under  the  proposal.      (At  the   request   of  the   executive,    during   the  January    1992 
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special  session  the  legislature  reduced  the  PWP  program  by  $100,000  general  fund 
each   year  of  the    1993   biennium.) 

State  Medical   Program 

The  Executive  Budget  proposes  to  reduce  the  number  of  persons  eligible  to 
receive  benefits  under  the  state  medical  program.  This  program  currently  provides 
the  same  types  of  medical  services  provided  by  the  medicaid  program  to  persons 
ineligible  for  any  other  state  or  federal  medical  assistance  program.  Eligibility  for 
this  program  is  statutorily  set  at  150  percent  of  the  financial  eligibility  requirements 
of  the  GA   program. 

The  executive  proposes  to  amend  the  statute  to  limit  state  medical  benefits 
to  only  those  persons  receiving  GA  benefits.  Agency  records  indicate  that  this 
action  would  eliminate  approximately  25  percent  of  the  recipients  in  the  state 
medical  program,  thereby  saving  $1.1  million  in  fiscal  1993.  Although  current 
projections  suggest  that  the  state  medical  program  will  require  a  $1.5  million  fiscal 
1993  general  fund  supplemental  appropriation,  the  executive  proposes  to  reduce  the 
appropriation  in  House  Bill  2  (HB2),  rather  than  reduce  the  supplemental  required 
in  fiscal  1993.  The  Executive  Budget  states  that  the  recommended  $1.1  million 
reduction  in  HB2  is  contingent  upon  passage  of  the  enabling  legislation. 

Child   Support  Enforcement  Program 

The  Executive  Budget  proposes  to  increase  fiscal  1993  expenditures  in  the 
Child  Support  Enforcement  (CSE)  program  by  $2.0  million  ($0.7  million  state 
special,  $1.3  million  federal)  for  the  following  reasons:  1)  workload  increases; 
2)  increased  effort  to  find  absent  parents;  and  3)  increased  enforcement  for  child 
support  cases  involving  self-employed  obligor.  The  Executive  Budget  also  proposes 
legislation  permitting  the  recovery  of  child  support  enforcement  costs  from  non- 
AFDC  custodial  parties. 

Although  there  is  no  general  fiind  appropriated  to  this  program,  there  is  a 
direct  relationship  between  revenue/expenditure  activities  in  the  CSE  state  special 
account  and  the  general  fund.  The  program  is  funded  by  revenues  generated  by 
enforcement  activities,  which  are  deposited  in  the  CSE  state  special  account  and 
are  matched  with  federal  revenues.  HB2  requires  that  any  cash  balance  in  the 
CSE  account  in  excess  of  $500,000  at  the  end  of  fiscal  1993  be  deposited  in  the 
general  fund.  The  bill  further  requires  that  the  agency  collect  $1.25  in  revenues 
for  each  $1.00  expended  for  administrative  and  operational  costs  from  the  account. 
If  the  activities  funded  by  the  increased  expenditures  requested  in  the  Executive 
Budget  do  not  generate  at  least  an  equal  amount  of  revenues,  general  fund 
revenues  will  be  reduced.  (The  January  1992  special  session  reduced  the 
appropriation  for  this  program's  operating  expenses  by  $44,848  during  the  1993 
biennium  and  required  that  the  entire  cash  balance  remaining  in  the  CSE  account 
at  the  end  of  fiscal    1992  be  transferred  to  the  general   fund.) 
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Reductions   in  University   System 

Table  15  shows  funding  by  fiscal  year  for  the  Montana  University  System 
(MUS)  as  appropriated  by  the  1991  legislature  and  as  adjusted  for  reductions  made 
during  the  January  1992  special  session.  The  table  also  shows  budget  amendments 
for  additional  tuition  and  fee  revenue  approved  by  the  Board  of  Regents  during 
this  period.  Lastly,  the  table  shows  the  impact  on  the  fiscal  1993  budget  of 
three  proposals  included  in  the  Executive  Budget  prepared  for  the  July  special 
session.      These  proposals  are: 

1)  a  general   fund  budget  reduction   of  $7,026,890; 

2)  replacement  of  $1,598,176  of  general  fund  with  a  like  amount  of  tuition 
and   fee   revenue  due   to   higher  than   anticipated   fee  charges^   and 

3)  replacement  of  $3,819,653  general  fund  with  potential  tuition  and  fee 
revenue.^ 

In  addition,  the  Executive  Budget  proposes  to  save  $1.6  million  general  fund 
in   fiscal    1993   by  postponing  planning   for  two   university  construction  projects. 

As  discussed  in  the  following  section,  it  was  the  legislature's  intent  during 
the  January  1992  special  session  that  the  impact  of  general  fund  reductions  to  the 
MUS  would  be  mitigated  by  increased  revenue  from  student  tuition  and  fees.  The 
Executive  Budget  proposes  to  maintain  tuition  and  fees  increases  and  impose  general 
fund  reductions  equal  to  8.0  percent  of  the   "fully  funded"   fiscal    1993  base. 

As  Table  15  shows,  in  fiscal  1992  the  total  spending  authority  for  the  MUS 
increased  a  net  1.2  percent.  While  the  January  1992  special  session  reduced  the 
fiscal  1992  general  fund  appropriation  by  $2.2  million,  budget  amendments 
subsequently  approved  by  the  Board  of  Regents  increased  tuition  and  fee  spending 
authority  by  $4.7  million,  resulting  in  a  net  increase  of  $2.5  million  in  spending 
authority. 

As  the  table  shows,  the  MUS  was  appropriated  $11,887,000  in  six  mill  levy 
revenue  in  fiscal  1992.  Based  on  collections  through  June  29,  fiscal  1992 
revenues  from  this  source  will  total  $13,420,000.  Language  added  in  HB2  during 
the  regular  legislative  session  stated  that  any  funds  collected  in  excess  of  this 
amount  would  cause  a  reversion  of  a  like  amount  of  general  fund.  In  the 
January  1992  special  session,  the  legislature  amended  this  language  to  require  the 
Board  of  Regents  to  budget  amend  any  additional  six  mill  levy  collected  over  the 
appropriated  level  "so  as  to  offset  reductions  in  the  university  system  appropriation 
.    .     .    from    the    levels    contained    in    the    general    appropriations    act    of    1991." 


'Items   2   and    3    (general    fiind   reductions   offset  by   tuition  revenue)    are   shown  as    'funding 
switches"    in  Table  5   ("Budget   Balancers   Proposed    in   Executive   Budget"). 
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Therefore,  the  increase  in  six  mill  levy  collections  will  add  to  the  total  spending 
authority  within  the  MUS  in  fiscal  1993  (when  the  additional  authority  would  be 
added). 

The  Executive  Budget  proposes  a  $12.4  million  general  fund  budget  reduction 
for  the  MUS  in  fiscal  1993,  resulting  in  a  16.1  percent  general  fund  budget 
reduction.*  Of  this  amount,  $5.4  million  will  be  replaced  with  tuition  and  fee 
revenue.  The  Executive  Budget  assumes  that  the  total  funding  reduction  will  be 
5.0  percent  in  fiscal  1993,  if  tuition  revenue  comes  in  at  the  executive  estimate. 
Adding  the  six  mill  levy  revenue  by  budget  amendment  would  result  in  a  total 
reduction  of  4.2  percent. 


This  total  does  not  include  the  $1.6  million  general   fiind  savings  due  to  postponing  planning 
for  the  university  system  buildings. 
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MUS   8  percent  reduction 

The  Executive  Budget  recommends  that  the  general  fund  operating  budgets 
within  higher  education  be  reduced  by  a  total  of  8  percent  ($7,026,890)  beyond 
the  vacancy  savings  imp>osed  during  the  1991  regular  session  and  the  budget 
reduction  imposed  during  the  January  1992  special  session.  However,  the 
Executive  Budget  has  reduced  general  fund  by  8.9  percent,  or  an  additional 
$1,176,774,  due  to  undercounting  the  actual  net  reduction  made  during  the  January 
1992   special   session,   as  shown  in  Table   16. 


TABLE 

16 

Comparison  of  Executive  8 

Percent  Cuts   to  Current 

Montana  University   Sy 

stem 

Appropriation 

Fiscal    1993 

Executive  Budget 

Current 

Fiscal   1993 

Fiscal    1993 

"Fully  funded"   general   fund  appropriation 

$133,073,201 

$133,073,201 

Vo-tech  bond  payment 

f698.153) 

r698.153^ 

Base   appropriation 

$132,375,048 

$132,375,048 

8%   Reduction  calculation 

$10,590,004 

$10,590,004 

Current   Reductions 

Vacancy   savings 

(1,194,697) 

(1,194,697) 

Net  special  session  reduction 

(2,368,417) 

(3,545,191) 

Total   additional  reductions   to  reach   8% 

$7,026,890 

$5,850,116 

Difference  between   Executive  Budget  and 

($1,176,774) 

actual   8%   reduction 
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In  addition,  as  discussed  on  page  18  the  Executive  Budget  did  not  "give 
credit"  for  $1.6  million  in  "underfunded  pay  plan"  in  calculating  the  recommended 
additional  budget  reduction   for  the  university   system. 

Anticipated   tuition   revenue   general   fund  offset 

During  the  January  1992  special  session,  the  legislature  reduced  general  fund 
to  the  MUS  by  $8,723,951,  with  the  anticipation  (expressed  in  House  Bill  2 
language)  that  a  portion  of  this  reduction  would  be  mitigated  by  additional  revenue 
from  an  increase  of  $7  per  credit  hour  charged  to  resident  students,  an  additional 
$40  per  credit  hour  to  nonresident  students  at  the  six  university  units,  and  an 
additional  $5  per  credit  hour  charge  to  students  at  the  five  vocational-technical 
centers.  At  its  March  meeting,  the  Board  of  Regents  enacted  the  increases 
intended  by  the  legislature,  as  well  as  two  other  increases:  1)  elimination  of  "half- 
steps"  (students  taking  13-14  credits  paid  only  half  the  per  credit  increase  in 
costs);  and  2)  narrowing  of  the  "flat-spot"  at  the  vo-tech  centers  from  12-18 
credits  to  14-18  credits.  (The  "flat-spot"  refers  to  the  point  at  which  no 
additional  charges  are  made  for  additional  credits;  i.e.  a  student  taking  18  credits 
pays  the  same  as  a  student  taking  14  credits.)  As  a  consequence,  anticipated 
revenue  in  fiscal  1993  exceeds  the  amount  appropriated  by  the  legislature  by 
$1,602,478.  The  Board  of  Regents  has  given  preliminary  approval  for  budget 
amendments  for  the  six  university  units  and  the  five  vo-techs  to  add  spending 
authority  for  this  additional  revenue.  The  Executive  Budget  proposes  offsetting 
$1,598,176  of  the  fiscal  1993  general  fund  appropriation  with  a  like  amount  of 
this  tuition  revenue.  At  its  June  meeting,  the  Legislative  Finance  Committee 
(LFC)  delayed  action  on  the  budget  amendments,  pending  action  by  the  legislature 
in   special   session. 

General   fund  offset  for  additional   tuition   revenue 

In  fiscal  1992,  the  Board  of  Regents'  approved  budget  amendments  totaling 
$3,819,653  for  five  of  the  six  university  units  due  to  collections  resulting  from 
higher-than-budgeted  enrollment  and  a  greater  proportion  of  nonresident  students 
("Enrollment  Increase  BA's"  in  Table  15).  The  funds  were  used  for  a  variety 
of  purposes  within  the  units.  The  Executive  Budget  includes  an  additional 
$3,819,653  in  tuition  revenue  in  fiscal  1993  and  reduces  general  fund  by  a  like 
amount  on  the  assumption  that  collections  will  once  again  exceed  budgeted  levels 
by   this  amount. 

The  CHE  assumed  a  loss  of  10  percent  of  nonresident  students  due  to  the 
higher  cost  ($1,316  per  year  for  a  full  time  student)  in  calculating  anticipated 
revenue  increases   in   fiscal    1993.      The  Executive  Budget  makes  no  adjustment  for 


Tn    its    review,    the    LFC    determined    that    the    budget    amendments    did    not    meet    statutory 
criteria. 
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either  the  higher  tuition  costs  in  effect  in   fiscal   1993   or  for  the  potential  loss  of 
students  due  to  the  higher  costs. 

History  of  FY  92-93   tuition   increases 

Three    increases    in    tuition    and    fees    have    been    enacted    by    the    Board    of 
Regents   since  the   1991    legislative   session,   as   summarized   below. 

JUNE   1991-The   Board   enacted   the   following   increases    in    fiscal    1992   and    1993 
tuition  and   fees   to   fund  pay  plan   costs: 

Six  Units       a)   $1.50  registration   fee   (to  $30.00  per   semester); 

b)  $1.50  per  semester  credit  resident  incidental  (tuition)  fee  to  $39.00 
per  credit  hour; 

c)  $13.50  per  semester  credit  nonresident  incidental  (tuition)  addition; 
Vo-Techs        d)   $5.00  registration   fee   (to  $20  per   semester); 

e)  $1.50  per  semester  credit  resident  incidental  fee  (to  $33.50);  and 

f)  $2.00  per  semester  credit  nonresident  incidental  fee  addition  (to 
$42). 

MARCH   1992--The  Board   took  the  following  additional  actions   for  fiscal    1993: 

Six  Units       a)   increased   resident   incidental   fees  by   $7  per  credit  hour; 

b)  increased  nonresident  incidental  fees  by  $40  for  a  total  of  $47  per 
credit  hour; 

c)  eliminated  the  "half-step"  (whereby  a  student  taking  either  13  or 
14   credits   paid  only   half  of  the  per  credit   marginal   cost); 

Vo-Techs  d)  increased  resident  incidental  fees  by  $5  per  credit  hour  (because 
nonresident  incidental  fees  are  a  percentage  of  resident  fees,  a  related 
slight  increase  in  nonresident  incremental  fees  also  occurred); 

e)  reduced  the  "flat  spot"  from  12-18  credits  to  14-18  credits.  (Prior 
to  the  Regents'  action,  a  student  taking  from  13  to  18  credits  paid 
the  same  fees  as  a  student  taking  12  credits.  With  this  action,  fees 
increase  up  to  14  credits.  The  "flat  spot"  for  the  six  units  is  14-18 
credits.) 

At   its   June    1991    meeting   and   again   at  its  June    1992   meeting,    the   Board 
of  Regents  increased   selected  other  fees  (health  fees,  building  fees,  equipment  fees, 
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and  student  union  fees)  not  directly  appropriated  by  the  legislature  at  selected 
campuses.  These  increases  are  not  included  in  Table  17  but  are  included  in 
Tables    18   and    19  below. 

Table    17   shows   the  total  additional   yearly  cost  to   full-time  (28  credits  per 
year)   students   (resident  and   nonresident)   as   a  result   of  these  increases. 


Yearly 

TABLE    17 

Fee  Increases 

Costs   to   Full-Time 

Fiscal    1993 

Student 

Yp 

, 

Units 

Resident 

Additional                   Total 
Nonresident            Nonresident"* 

Six   units 

Incidental  fees* 
1          Registration   fees 
Half-step 

$238 
15 

75 

$1,498 
153 

$1,736 

15 

228 

Total   six   units 

$328 

$1,651 

$1,979 

Vo-techs 

Incidental   fees" 
Registration   fees 
Nonresident  inc. 

fee 

$182 
10 

$56 
168 

$238 

10 

168 

Flat  spot 

m 

134 

Total  vo-techs 

$326 

$224 

$550 

Total   $8.50  per   credit   hour   for  residents, 
nonresidents. 

"Total    $6.50  per   credit  hour   for  residents, 
ihe   total   cost   of  nonresident  tuition  and 
charges   to  nonresidents. 

with  an   additional   $53.50  per  credit  hour   for 

with  an   additional   $2.00  per   credit  hour. 

fees   equals   the  cost   to   residents  plus  additional 

Table  18  shows  the  increases  in  average  yearly  costs  for  a  full-time  student 
in  fiscal  1991,  1992,  and  1993  at  the  six  units  and  the  vocational  technical 
centers.      The   table  also   shows   the  percentage   increase  in   student  costs. 
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TABLE    18 
Tuition  Increases  -   Full-Time 
Fiscal   1991-1993 

Student 

PpciH'^r^*^      CfiiH^ant      

Unit 

Fiscal 
1991 

Fiscal 
1992 

Percent 
Increase 

Fiscal 
1993 

Percent 
Increase 
FY91-FY93 

Percent 
Increase 
FY92-FY93 

MSU 

$1,390 

$1,543 

11.0% 

$1,839 

32.3% 

19.2% 

UM 

1,474 

1,582 

7.3% 

1,892 

28.4% 

19.6% 

EMC 

1,389 

1,504 

8.3% 

1,835 

32.1% 

22.0% 

hfMC 

1,272 

1,440 

13.2% 

1,732 

36.2% 

20.3% 

WMCUM 

1,274 

1,373 

7.8% 

1,650 

29.5% 

20.2% 

MCMST 

1,305 

1,405 

7.7% 

1,682 

28.9% 

19.7% 

Vo-Techs 

$876 

$958 

9.4% 

$1,232 

40.6% 

28.6% 

Mon.'P^ciHont       CHi/l<a«* 

Unit 

Fiscal 
1991 

Fiscal 
1992 

Percent 
Increase 

Fiscal 
1993 

Percent 
Increase 
FY91-FY93 

Percent 
Increase 
FY92-FY93 

MSU 

$3,463 

$3,994 

15.3% 

$5,563 

60.6% 

39.3% 

UM 

3,547 

4,033 

13.7% 

5,616 

58.3% 

39.3% 

EMC 

3,072 

3,565 

16.0% 

5,139 

67.3% 

44.2% 

NMC 

2,955 

3,501 

18.5% 

5,036 

70.4% 

43.8% 

WMCUM 

2,957 

3,434 

16.1% 

4,954 

67.5% 

44.3% 

MCMST 

3,379 

3,856 

14.1% 

5,406 

60.0% 

40.2% 

Vo-Techs 

$1,836 

$1,966 

7.1% 

$2,408 

31.2% 

22.5% 

Table    19   compares   average   charges   to   a   full-time   student   in   Montana   to 
average  charges   at  the  Montana  units'   peer  institutions. 
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TABLE    19 

Comparison   of  Tuition   and   Fee   Charges 

Montana  Units   to   Peer  Institutions 

Fiscal    1992   and  Fiscal    1993 

MSU  -  UM 

Peer  units 

—  Residents  — 
Fiscal    1992      Fiscal    1993* 

$1,640                $1,804 

-   Non-Residents  - 
Fiscal    1992        Fiscal    1993* 

$4,970                  $5,467 

MSU 

MSU    %   of 

peers 

$1,543 
94. 1  % 

$1,839 
101.9% 

$3,994 
80.4% 

$5,563 
101.8% 

UM 

UM   %   of  peers 

$1,582 
96.5% 

$1,892 
104.9% 

$4,033 
81.1% 

$5,616 
102.7% 

EMC 

Peer  units 

$1,770 

$1,947 

$4,937 

$5,431 

EMC 

EMC    %   of 

peers 

$1,504 
85.0% 

$1,835 
94.2% 

$3,565 
72.2% 

$5,139 
94.6% 

NMC 

Peer  units 

$1,757 

$1,933 

$4,594 

$5,053 

NMC 
NMC    %   of 

peers 

$1,440 
82.0% 

$1,732 
89.6% 

$3,501 

76.2% 

$5,036 
99.7% 

WMCUM 

Peer  units 

$1,772 

$1,949 

$3,684 

$4,052 

WMCUM 

WMCUM    % 

of  peers 

$1,373 
77.5% 

$1,650 
84.7% 

$3,434 
93.2% 

$4,954 
122.2% 

MCMST 

Peer  units 

$2,575 

$2,833 

$6,497 

$7,147 

MCMST 
MCMST   % 

of  peers 

$1,405 
54.6% 

$1,682 
59.4% 

$3,856 
59.4% 

$5,406 
75.6% 

'Assumes    10 

percent   increase   in  costs   at   peer   institutions  in 

fiscal 

1993. 

Postpone   planning   for   MUS   buildings  i 

The  Executive  Budget  proposes  to  delete  funds  appropriated  by  the  1991 
legislature  for  design  work  associated  with  the  Engineering/Physical  Sciences 
Complex  at  Montana  State  University  and  the  Business  Administration  Building  at 
the   University   of  Montana.      Architects   have   been   selected    for   both   projects   and 
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the  design  work  was   in  process   until  work  was   suspended   by   the  DofA  on  June 
19,    1992.* 

Table  20  shows  the  funding  sources  for  the  two  university  building  projects 
as   approved   by   the    1991    legislature. 


TABLE  20 

Funding 

for 

University  System 

Buildings 

MSU   Eng. /Science 

UofM   Bus. 

Funding  source 

Capitol  projects   fund  (planning] 

Bldg. 

Admin.    Bide. 
$604,705 

Total 
$1,769,995 

$1,165,290 

General    fund 

367,000 

0 

367,000 

Private   funds 

2,301,200 

1,858,320 

4,159,520 

General   obligation  bonds 

18.401.510 

13.022.975 

31.424.485 

TOTAL 

$22,235,000 

$15,486,000 

$37,721,000  1 

Table  21  shows  the  balance  remaining  for  the  planning  costs  for  the  two 
projects  as  of  the  date  of  the  suspension.  The  Executive  Budget  proposes  to 
transfer  the  remaining  funds  to  the  general  fund  and  eliminate  the  $367,000  general 
fund  appropriation  for  the  MSU  building,  for  a  net  general  fund  benefit  of  $1.6 
million. 


TABLE  21 

Status   of  Planning 

Costs   for  University  System  Buildings 

Balance 

Design  Costs 

Expended            Remaining 

MSU  Engineering/Sc.   Bldg. 

$1,165,290 

$383,770              $781,520 

UofM   Bus.    Admin  Bldg 

604.705 

188.225                416.480 

TOTAL 

$1,769,995 

$571,995           $1,198,000 

Future  savings 

The  general  obligation  bonds  to  finance  the  two  MUS  projects  were  expected 
to  be  issued  in  the  spring  of  1994.  The  anticipated  debt  service  cost  for  the  two 
projects   was   $2.72   million  in   fiscal    1995,   with   an   increase   to   $2.77   million  per 


'On  June  19,  DofA  suspended  work  on  al]  projects  authorized  in  House  Bill  5  until  after 
the  special  session.  On  June  30,  it  allowed  work  on  the  Northern  Montana  College  gym  to 
resume. 
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fiscal   year   beginning   in    1996.      Total   debt   service   costs   for   these  projects   were 
projected  to  be  $55.53  million  through  fiscal  2014. 

In  addition  to  the  debt  service  costs,  operating  costs  for  the  two  projects 
were  projected  to  be  $0.6  million  for  the  MSU  building  and  $1.2  million  for  the 
UM  building   for  the   1997  biennium. 


Reductions   in  Public   School   Support 

The  Executive  Budget  proposes  two  budget  reductions  for  public  schools  in 
fiscal   1993: 

1)  a  4  percent  reduction  in   payments   for  current  foundation   schedules;   and 

2)  a  $700,000  reduction  in  state  support  for  special  education  transportation 
costs. 

These  proposed  reductions  are  discussed  below.  In  addition,  the  Executive 
Budget  proposes  to  change  the  current  distribution  schedule  for  foundation  and  GTB 
payments,  resulting  in  a  reduction  in  interest  earned  by  local  school  districts 
(discussed   on   page    12). 

Foundation   payments 

The  Executive  Budget  proposes  to  reduce  state'  support  for  fiscal  1993 
foundation  schedules  by  4  percent,  resulting  in  an  estimated  $14.1  million  savings. 
Under  the  executive  proposal,  there  would  be  no  change  in  the  foundation 
schedules  set  by  statute,  the  amount  of  state  GTB  support,  or  the  calculation  of 
the  base  used  to  determine  spending  caps.  Instead,  a  bill  will  be  introduced  to 
reduce  the  foundation  payments  by  4  percent.  Districts  could  use  reserves  or 
unanticipated  revenues  received  during  fiscal   1993   to  offset  this  reduction. 

As  Table  22  shows,  there  was  no  increase  in  foundation  schedules  in  fiscal 
1992  and  1993.  While  there  was  a  large  schedule  increase  in  fiscal  1991  when 
the  new  school  equalization  program  went  into  effect,  this  change  was  primarily 
a  reallocation  between  state  and  local  support.  Data  compiled  by  DPI  shows  that 
on  average  school  districts  increased  their  general  fund  budgets  by  less  than  5 
percent  between   fiscal    1990  and    1991,   despite  the  large   increase   in   state  support. 


'If  county  equalization  revenues  (55  mills  and  related  nonlevy  revenues)  are  sufficient  to  fund 
foundation  and  GTB  payments  in  a  county,  county  support  would  be  reduced  by  4  percent  under 
the  executive  proposal.  For  example,  Rosebud  county  would  have  to  reduce  foundation  payments 
to  its  districts  by  4  percent  ($244,087),  increasing  the  amount  of  excess  county  equalization  revenue 
sent  to  the  state  by  that  amount.  Similarly,  Fallon  county  would  have  to  increase  districts' 
payments   by    $74,280   and    send    that   amount   to   the   SEA. 
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Foundation  Schedules  Increases 


81  82  83  84  85  86  87  88  89  90  91  92  93 


The  4  percent  reduction  in  state 
support  for  foundation  schedules  proposed 
in  the  Executive  Budget  will  impact 
"below-average-spending"  school  districts 
more  than  "above-average- spending"  school 
districts  for  two  reasons: 


TABLE  22 

Historical 

Percentage  Changes 

Foundation  Schedules 

& 

Inflation 

Inflation    % 

%    Change 

Fiscal   Year 

Change 

Schedules 

1982 

7.68 

18.00 

1983 

5.84 

15.00 

1984 

4.84 

4.00 

1985 

4.75 

3.00 

1986 

3.74 

4.00 

1987 

3.43 

1.00 

1988 

4.31 

0.00 

1989 

4.81 

0.00 

1990 

4.78 

3.00 

1991 

4.42 

21.82 

1992 

3.71 

0.00 

1993 

3.51 

0.00 

1)  "Above-average- spending"  districts  (whose  per  pupil  expenditures  are  higher 
than  the  statewide  average  for  similar-sized  schools)  use  revenues  from  voted  levies, 
P.L.  81-874  fiinds,  nonlevy  revenue,  or  reserves  to  finance  the  additional  per-pupil 
expenditures.  "Below-average- spending"  districts  (whose  per-pupil  expenditures  are 
at  or  below  the  statewide  average  for  similar-sized  schools)  rely  more  heavily  on 
foundation  and  GTB  payments  to  finance  school  budgets.  As  a  result,  a  reduction 
in  foundation  payments  will  more  heavily  impact  "below-average-spending"  districts. 

2)  The  majority  of  K-12  enrollment  is  in  districts  that  spend  at  or  below 
the  statewide  average  for  schools  of  a  similar  size.  For  example,  in  fiscal  1991 
the  average  per-pupil  general  fund  expenditure  for  elementary  districts  of  300  or 
over  was  $3,240.  However,  75.4  percent  of  the  students  enrolled  in  this  size 
elementary  district  were  in  schools  with  per-pupil  expenditures  below  the  average 
for  that  school  size.  Thus,  the  majority  of  the  proposed  $14.1  million  reduction 
in  state  support  will  be  in  "below-average-spending"  districts.  Based  on  fiscal 
1991  per  pupil  expenditure  data  and  fiscal  1993  foundation  payments,  $4.9  million 
of  the  reduction  will  occur  in  220  "above-average- spending"  districts  and  $9.2 
million  in  the  remaining  307   "below-average-spending"   school  districts. 

The  Executive  Budget  notes  that  school  districts  can  use  their  reserves  to 
offset  the  proposed  reduction  in  state  support.  While  there  were  substantial 
amounts  held  in  reserves  coming  into  fiscal  1992  ($104.3  million  in  total  reserves 
and  $87.6  million  when  P.L.  81-874  funds  and  other  statutory  exclusions  are 
made),  the  amounts  in  reserve  vary  widely  among  districts- from  total  reserves  of 
174  percent  of  the  fiscal  1992  general  fund  budget  to  0  percent.  In  most 
districts,  the  fiscal  1992  reserves  exceeded  the  amount  of  the  proposed  4  percent 
reduction  in  fiscal   1993  foundation  payments.      However,  at  the  beginning  of  fiscal 


36 


1992,  22  school  districts  had  total  reserves  that  were  less  than  the  amount  of  the 
proposed  fiscal   1993  reduction  in  foundation  payments.      Table  23   shows  the  fiscal 

1992  total  reserves  for  these  districts  compared  to  the  4  percent  reduction  in  fiscal 

1993  foundation  payments.  While  these  districts  may  have  sufficient  cash 
reappropriated  in  fiscal  1993  to  offset  a  portion  of  this  reduction,  this  information 
will   not  be  available  for   several   months. 


TABLE  23 

Districts  Whose 

FY92   Reserves  Are   Less   than   Proposed  FY93 

Reduction 

FY93 

FY92 

4%    Cut  in 

FY92 

Operating 

Foundation 

Countv 

District 

Reserves 

Reserves 

Schedules 

Big   Horn 

Pryor  Elem 

$0 

$0 

$5,236 

Big   Horn 

Plenty  Coups   HS 

0 

0 

9,133 

Flathead 

Deer  Park  Elem 

5,526 

5,526 

10,574 

Flathead 

Kila  Elem 

4,316 

4,316 

9,060 

Flathead 

Marion  Elem 

10,404 

10,404 

10,944 

Flathead 

West  Valley  El 

9,666 

9,666 

22,174 

Gallatin 

Manhattan  Elem 

19,903 

19,903 

30,948 

Gallatin 

Manhattan   HS 

14,132 

14,132 

21,893 

Hill 

Box  Elder  Elem 

0 

0 

13,355 

Hill 

Box   Elder   HS 

0 

0 

10,490 

Hill 

Rocky   Boy   HS 

0 

0 

13,654 

Jefferson 

Boulder   Elem 

0 

0 

20,524 

Lewis   &   Clark 

Helena  Elem 

345,502 

345,502 

418,809 

Lewis  &  Clark 

Helena  HS 

150,365 

150,365 

242,015 

Mineral 

Superior  Elem 

0 

0 

25,200 

Mineral 

Superior  HS 

10,756 

10,756 

17,417 

Powell 

Deer  Lodge  Elem 

0 

0 

53,213 

Richland 

Savage  HS 

0 

0 

7,748 

Richland 

Lambert  Elem 

0 

0 

8,751 

Richland 

Lambert  HS 

0 

0 

8,801 

Sheridan 

Medicine  Lk  HS 

2,792 

2,792 

13,422 

Wheatland 

Judith   Gap  HS 

5,334 

5,334 

6,993 
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Special   education   transportation 

In  the  1991  regular  session,  the  legislature  amended  section  20-10-144(2)(a)(i), 
MCA,  to  read:  "the  reimbursement  shall  be  calculated  from  a  schedule  established 
by  the  superintendent  of  public  instruction  with  the  state  providing  100  percent  of 
the  reimbursement".  Prior  to  July  1991,  special  education  transportation  was 
funded  2/3  by  the  state  and  1/3  by  the  county.  The  Executive  Budget  proposes 
to  reduce  state  support  for  transportation  of  special  education  students  from  100 
percent  to  50  percent  and  increase  county  support  by  a  like  amount,  for  an 
estimated  general   fund  savings  of  $700,000. 

In  fiscal  1992,  the  total  expended  for  special  education  transportation  was 
$1,610,825.  A  50  percent  reduction  of  the  state  obligation  would  have  saved 
approximately  $800,000.  Of  the  total  state  reimbursement  for  special  education  in 
fiscal  1992,  87  percent  went  to  ten  counties,  with  Yellowstone  receiving  $579,116, 
Cascade  $242,770,  and  Missoula  $175,507.  Nineteen  counties  received  no  special 
education   transportation   reimbursement. 


Retirement  Benefits 

The  Executive  Budget  proposes  to  eliminate  the  general  fund  retirement 
benefit  adjustment  paid  to  state,  local,  and  teacher  retirees,  effective  in  fiscal  1993, 
for  an  estimated  $3.7  million  savings. 

This  benefit  was  enacted  by  the  1991  legislature  as  part  of  Senate  Bill  226 
(SB226),  which  was  anticipated  to  raise  approximately  $14.0  million  in  additional 
income  tax  revenue  per  year  beginning  in  fiscal  1992.  In  response  to  a  U.S. 
Supreme  Court  decision  that  states  could  not  tax  retirement  benefits  received  by 
state  and  local  employees  differently  than  retirement  benefits  received  by  federal 
employees,   the  legislature  enacted  SB226,   which: 

1)  imposed  state  income  tax  on  aU  retirement  income  above  a  $3,600 
exemption.  This  exemption  declines  as  taxpayers'  federal  adjusted  gross  income 
exceeds  $30,000.  Previously,  Montana  state,  local,  and  teachers'  system  retirement 
benefits  were  exempt  from  taxation. 

2)  provided  a  retirement  benefit  adjustment  equal  to  2.5  percent  of  the 
previous  year's  benefits  for  all  Montana  public  employee  and  teacher  retirement 
system  recipients  living  in  Montana.  This  benefit  adjustment  was  designed  to 
offset  the  additional  income  tax  these  retirees  would  pay  as  a  result  of  SB226. 
Based  on  tax  year  1989  data,  the  DOR  calculated  that  these  retirees  would  pay 
approximately  $3.1  million  per  year  under  SB226,  while  federal  retirees  would  pay 
$7.2  million  and  private  retirees  an  additional  $0.7  million.  In  fiscal  1992,  the 
2.5  percent  benefit  adjustment  paid  to  affected  retirees  was  $3.2  million. 
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Table  24  shows  details  of  the  average  benefit  adjustment  paid  in  fiscal  1992. 
Based  on  the  1989  data,  DOR  estimated  that  the  tax  increase  due  to  SB226 
averaged   $253   for  recipients  of  state,   local,   and   teacher   retirement  benefits. 


TABLE  24 
SB226  Retirement  Benefit  Adjustment,   FY92 

No.   of        Total   Benefit 
Retirement   Svstem                           Recipients       Adjustment 

Average 

Public  Employees   &  others*               11,319         $1,761,221 

$156 

Teachers   Retirement                               5.312            1.432.670 

270 

TOTAL                                                  16,631          $3,193,891 



$192 

'Includes   retirement   systems   for  Judges,    Game   Wardens,    Highway   Patrol, 
Police  Officers,    Volunteer  Firefighters,   Firefighters  Unified,   Local   Police, 
Firefighters 

Sheriffs,    Municipal 
and   Local 

GENERAL   FUND   STABILIZATION   ACCOUNT 

The  Executive  Budget  proposes  to  transfer  the  combined  $18.9*°  million 
balance  in  the  Park  Acquisition  Trust  and  the  Arts  Protection  Trust  to  a  General 
Fund  Stabilization  Account.  In  addition,  $23.6  million  in  general  fund  would  be 
appropriated  to  this  fund,  bringing  the  total  to  $42.5  million.  The  executive 
proposes  that  this  fund  be  used  for  two  purposes: 

1)  "Borrowable"  reserves.  Since  the  Executive  Budget  proposal  projects  a 
$29.1  million  general  fund  cash  deficit  at  the  end  of  fiscal  1993,  this  amount 
would  need  to  be  "borrowed"  from  the  Stabilization  Account  to  repay  the  fiscal 
1993  TRANS  in  June  1993.  However,  since  the  general  fund  could  not  repay 
this  loan  until  fiscal  1994  revenues  are  received,  the  funds  in  the  Stabilization 
Account  would  have  to  be  spent  to  achieve  a  positive  cash  balance  in  the  general 
fund  at  the  end  of  the  fiscal  year.  Section  17-2- 107(7) (a),  MCA,  prohibits  a 
negative  cash  balance  at  fiscal  year  end  in  the  general   fund. 

2)  "Rainy  day"  fund.  The  Executive  Budget  states  the  funds  in  the 
Stabilization  Account  would  only  be  spent  if:  a)  general  fund  revenue  collections 
were  anticipated  to  be  at  least  2.5  percent  less  than  estimated  by  the  legislature; 
and  b)  the  Governor  had  exercised  his  statutory  authority  to  reduce  expenditures. 
If  these  conditions  were  met,  the  Governor  could  authorize  the  transfer  of 
Stabilization  Account  balances  to  the  general  fund  to  avoid  having  to  call  a  special 
session.      Under  the  executive  proposal,   the  balance  in   the  Stabilization  Account  is 


'"Although  the  Executive  Budget  shows  $18.9  million  as  the  combined  balance  in  the  trusts 
at  the  end  of  fiscal  1992,  the  actual  fund  balances  in  June  totalled  $19.2  million  ($12.6  million 
in  the  Parks  Acquisition  and  $6.6  million  in  the  Arts  Protection). 
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limited   to   5    percent   of  the   total    appropriation    from    the   general    fund   and    SEA 
during  that  fiscal  year. 

The  Parks  Acquisition/Arts  Protection  trust  fund  was  created  by  the  1975 
legislature  by  earmarking  a  portion  of  coal  severance  tax  collections  for  the 
"acquisition,  development,  operation,  and  maintenance  of  state  parks  and  historical 
sites"  and  "protection  of  works  of  art  in  the  state  capitol  and  for  other  cultural 
and  aesthetic  projects".  The  current  balance  represents  15  years  of  deposits  into 
the  trusts.  (During  fiscal  1988  and  1989,  the  flow  of  revenue  into  these  accounts 
was  diverted  to  the  general  fund.)  The  interest  earned  from  the  trust  was 
allocated  2/3   for  state  parks  and    1/3  for  cultural  projects. 

The  1991  legislature  split  the  trust  into  two  separate  trusts:  Parks 
Acquisition  and  Arts  Protection.  During  the  1993  biennium,  the  coal  tax  revenue 
that  would  have  flowed  into  the  Parks  Acquisition  trust  is  appropriated  for 
maintenance  of  parks  and  historic  sites,  along  with  the  interest  earned  from  the 
trust. 

The  Park  Acquisition  and  Arts  Protection  trusts  are  statutorily  created,  so 
only  a  majority  vote  is  required  to  transfer  them  to  the  Stabilization  Account  and 
spend  a  portion  of  the  principal  to  maintain  a  positive  cash  balance  in  the  general 
fund  at  the  end  of  fiscal    1993. 

As  discussed  on  page  14,  the  Executive  Budget  proposes  to  provide  an 
alternate  funding  source  for  the  parks  program  and  cultural  projects  by  allocating 
a  portion   of  coal   tax   revenues   to  them. 


CASH   MANAGEMENT   ISSUES 
"Full   Accrual"    of  Revenues 

The  Executive  Budget  projects  that  the  general  fund  will  have  an  $18.2 
million  fund  balance  deficit  at  the  end  of  fiscal  1992.  There  has  never  been  an 
ending  fund  balance  deficit  in  the  general  fund  since  modem  state  recordkeeping 
began  in  the  early  1970's.  To  address  this  projected  fund  balance  deficit,  the 
Executive  Budget  proposes  to  implement  "full  accrual"  of  revenues  beginning  in 
fiscal   1992,  resulting  in  accrual  of  approximately  $42.5  million  additional  revenue. 

When  state  law  mandated  GAAP  accounting  in  fiscal  1986,  the  state  adopted 
a  "modified"  accrual  system  under  which  some  revenues  that  are  anticipated  but 
not  yet  received  and  some  expenditures  which  are  anticipated  but  not  yet  paid  for 
are  accrued.  Beginning  in  the  1995  biennium,  the  Governmental  Accounting 
Standards  Board  (GASB)  Statement  No.  11  (current  drafts)  will  require  accrual  of 
additional  revenue  and  liabilities.  In  October  1991,  DofA's  preliminary  estimate 
of    the    impact    of    the    new    GASB    rules    showed    that    $30.2    million    additional 
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revenues  would  be  accrued,  offset  by  $28.6  million  in  additional  accrued  liabilities 
for  employee  leave  balances  and  state  self-insurance  funds.  DofA  estimated  that 
the  net  impact  on  the  fiscal  1995  fund  balance  would  be  a  positive  $1.7 
million."  The  Executive  Budget  proposes  to  accrue  the  additional  revenues  in 
fiscal    1992   but  not  to  accrue   the  additional   liabilities  until   the    1995   biennium. 

The  Office  of  the  Legislative  Auditor  (OLA)  is  currently  reviewing  the 
executive  proposal  to  determine: 

1)  how  much  additional  revenue  could  be  accrued  in  fiscal  1992  under  a 
"full  accrual"  method.  OBPP  states  that  the  $42.5  million  total  shown  in  the 
Executive  Budget  is  a  maximum  amount  including  both  general  fund  and  SEA 
revenues  and  may  include  some  revenues  that  are  already  accrued  under  current 
accounting  procedures; 

2)  whether  current  accounting  standards  allow  a  change  to  "full  accrual"  of 
revenues  prior   to   full  accrual   of  liabilities;   and 

3)  whether  the  justification  provided  by  the  executive  is  sufficient  to  provide 
assurance  that  the  change  results  in  a  significantly  better  representation  of  the 
state's   financial  position. 

While  the  Executive  Budget  proposed  change  to  the  "full  accrual"  method 
for  revenues  would  ensure  a  positive  fund  balance  for  fiscal  1992,  it  would  not 
improve  the  state's  cash  position.  In  addition,  it:  1)  widens  the  gap  between 
cash  and  fund  balances  to  nearly  $70  million  in  fiscal  1992  and  nearly  $50 
million  in  fiscal  1993;  and  2)  makes  revenue  estimating  more  difficult  during  the 
1993   biennium  by   changing   accounting   methods   "mid-stream". 


Agency   Flexibility 

The  Executive  Budget  proposes  substantial  changes  to  the  "boilerplate" 
language  in  House  Bill  2  (HB2)  and  to  statutes  to  increase  state  agencies' 
flexibility  in  handling  proposed  budget  reductions.  It  states:  "increasing  agency 
management  flexibility  is  a  must  if  these  reductions  are  to  work."  The  executive 
proposal  includes: 

1)  Eliminating  the  restriction  on  personal  services  transfers.  Section  2  of 
HB2  restricts  agency  transfer  (with  limited  exceptions)  of  unexpended  personal 
services  funds  to  pay  for  operating  and  equipment  costs.  The  1989  and  1991 
legislatures  included  this  language  in  the  general   appropriations  act  to:      a)  prevent 


"DofA  notes  that  the  net  positive  impact  on  the  fund  balance  may  be  higher  under  other 
drafts  of  the  rule  now  under  consideration.  GASB  is  not  scheduled  to  make  a  final  decision  on 
the  rule  until  next  year. 
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agencies  from  "building  their  base"  by  using  personal  services  funds  to  increase 
operating  costs;  and  b)  maximize  the  amount  of  unexpended  funds  reverted  at  the 
end   of  the  fiscal   year. 

2)  Eliminating  legislative  intent  language.  As  part  of  the  appropriation 
process,  the  legislature  adopts  tables  for  each  program  showing  the  amount 
appropriated  for  personal  services,  operations,  equipment,  and  benefits  and  funding 
sources.  These  tables,  which  are  reprinted  in  the  LFA  Appropriation  Report  after 
the  session,  constitute  "legislative  intent"  under  the  provisions  of  section  3  of  HB2 
and  serve  as  the  basis  for: 

a)  audit  review.  OLA  staff  use  the  tables  to  determine  whether  agencies 
complied  with  personal  service  transfer  restrictions  and  statutory  restrictions 
on  program   and   operating  budget  transfers; 

b)  budget  analysis.  LFA  staff  use  the  tables  in  analyzing  agency  budget 
requests  to  determine  whether  an  agency  plans  to  spend  its  budget  next 
biennium  in  a  markedly  different  manner  than  appropriated  by  the  last 
legislature;   and 

c)  legislative  record.  The  tables  reflect  legislative  deliberations  and  decisions 
after  months  of  review  of  agency  budgets.  The  tables  are  used  by 
legislators,  the  public,  and  state  agencies  as  a  record  of  legislative  intent 
and  decisions. 

3)  Eliminating  vacant  position  language.  In  1991,  the  legislature  added 
language  to  HB2  requiring  approving  authorities  to:  a)  review  and  justify  the 
filling  of  any  position  that  has  been  vacant  for  more  than  6  months;  and  b) 
eliminate  any  position  that  has  been  vacant  for  more  than  12  months  from  the 
current  level  budget  request  for  the  1995  biennium.  The  Executive  Budget 
proposes  elimination  of  this  language  since  it  feels  agencies  are  filling  positions 
early  simply  to  avoid  the  "6-month"  review  process.  Through  June  5,  1992, 
OBPP  denied  only  6.1  percent  (11.86  FTE)  of  the  vacant  positions  that  agencies 
requested  to  fill.  It  authorized  filling  182.52  of  the  260  FTE  positions  that  have 
been  vacant  6  months  or  more.  Agencies  have  not  yet  requested  the  filling  of 
65.62  FTE  positions   that  have  been   vacant  6   months  or  longer. 

4)  Eliminating  restrictions  on  program  transfers  and  operating  budget 
transfers.  Under  current  statute,  an  agency  cannot  transfer  more  than  5  percent 
of  the  total  agency  appropriation  among  programs  and  it  cannot  transfer  more  than 
5  percent  between  first-level  expenditure  categories  (personal  services,  operations, 
equipment,  etc.).  These  limitations  were  designed  to  ensure  that  agencies  spent 
appropriated  funds  in  "substantial  compliance"  with  legislative  intent,  while  allowing 
them  some  flexibility  to  meet  changing  conditions.  The  Executive  Budget  proposes 
a  statutory  change  that  would  allow  agencies  to  move  funds  appropriated  for 
personal  services,  operating  expenses,  equipment,  capital  outlay,  grants,  and  transfers 
within  programs  without  regard  to  these  limitations.  The  only  expenditure 
categories   that  would   be   subject   to   the   limits   would   be   human    services   benefits, 
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debt  service,  and  local  assistance  pass-through  funds.  The  executive  proposal  would 
also  allow  agencies  to  transfer  up  to  10  percent  of  the  agency's  total  appropriation 
among  programs,  subject  to  approving  authority  review.  These  statutory  changes 
would  be  effective  for  fiscal    1993   only. 

Under  the  Executive  Budget  proposal,  state  agencies  would  receive  a  total 
$2.1  million  reduction  in  their  general  fund  operating  budgets  for  fiscal  1993,  or 
only  a  1.2  percent  reduction  in  their  current  appropriations.  The  legislature 
will  have  to  determine  if  the  degree  of  flexibility  sought  in  the  executive  proposals 
is  needed  in  order  to  manage  the  relatively  small  reduction  in  agency 
appropriations. 
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